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Introduction 
By Sir William Dampier, Sc.D., F.R.S. 


HE economic and financial crisis from which the world 

has been suffering is due to a complex of causes, which 

acted and reacted on each other and on their immediate 
effects till the whole process became cumulative, and the world, 
in unstable equilibrium, was hurried towards an abyss. In 
the history of the crisis, the relations between France and 
Germany have played a part, and, in seeking a solution of the 
problem which now faces the nations, those relations must 
continually be borne in mind. It is not too much to say that 
the future welfare of Europe depends upon the progressive 
reconciliation of France and Germany. Till that reconciliation 
is secured, the solution of the general European problem, in the 
Balkans as elsewhere, must be delayed. p so the European 
problem has repercussions on other Continents. The economic 
recovery of the whole world must be gravely retarded by too 
narrow and rigid a view of the independence of Europe and 
America, for sooner or later they prosper or suffer together. 
These are the questions which seem to overshadow all others— 
questions the answers to which will tax the resources of the 
wisest statesmanship. 

In both Germany and France men of goodwill are seeking 
to find a solution of the problem. Unless such a solution cam 
be found, the mechanism of international trade may break 
down, the world will remain in deadly peril, and Western 
civilization stand in imminent danger of collapse. In the hope 
of clearing up the situation and giving voice to these moderating 
influences, those responsible for LLoyps BANK REVIEW have 
arranged this series of articles. Professor Schumpeter, of 
Bonn, writes as a German; M. Jenny, financial editor of 
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Le Temps, puts a French point of view ; and Sir Arthur Salter, 
late of the Economic Council of the League of Nations, sums up 
from a neutral standpoint. As an introduction to this series of 
Articles, let us take a preliminary bird’s-eye view of the ground 
they will cover. 

Leaving aside for the moment the grave political issues 
with which the whole position is interwoven, we will deal first 
with the economic aspect of the present world crisis. If any 
one factor can be singled out as fundamental and predominant, 
it is the fall in the gold prices of wholesale commodities, that 
is, the rise in the value of all money and currencies based 
on gold. The results of such a change are disastrous. We 
need only point out the fact that foreign debts incurred in 
the years just after the war and payable in gold are now three 
times as burdensome, as they were when contracted, measured 
in the amount of wholesale commodities which have to be 
sold either to liquidate the debts or to pay interest upon 
them. Unless debtor countries can continue to borrow 
abroad, a process which gives temporary relief at the cost 
of future indebtedness, they can only pay their way, when 
their free reserves of gold and realizable securities are ex- 
hausted, by the sale of commodities. This at once explains 
why impoverished countries like Austria and Germany, and 
soe gh of wheat and wool like Australia, with heavy 

abilities incurred by extravagant borrowings from somewhat 
reckless lenders, have got into difficulties. Again, Great 
Britain, striving firstly to raise the pound sterling to its old 
gold parity and then to maintain it, carried out various 
measures of monetary deflation, but effected no lowering of 
nominal wage-rates and other costs of production in conformity 
with the rising value of money—a process which logically 
should have accompanied deflation. Hence came an increasing 
strain on the economic structure of the nation, and, when for 
various reasons foreign balances were withdrawn from London, 
an eventual breakdown, which took the form of a failure to 
— the connection of the pound with the ever-rising value 
of gold. 

It is said that England has broken faith with her creditors. 
Since some debts were contracted when the pound was defined 
as 113 grains of fine gold, this accusation may in part be formally 
true. But, until they are exchanged for other things, 113 grains 
of fine gold are singularly useless to most people. And as the 
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pound has lately remained approximately constant in internal 
purchasing power, our creditors can buy as much in British 
goods and services as they could before we left the gold standard. 
Also, those debtors who have to pay us in sterling, and were 
being cheated by a change in the golden yard-stick by which 
their debts were measured, are now finding relief and, from our 
own selfish point of view, are less likely to default. It is 
misleading to talk of a fall in sterling; it is gold that has 
changed in value. We must learn to think less in terms of 
pounds, dollars and francs, and appraise values more in what 
those currencies will buy. Thus regarded, the pound sterling, 
since it has had no metallic basis, has proved a better and 
more constant standard than gold. Indeed, if all currencies 
were stabilized in terms of purchasing power, with safeguards 
against inflation and deflation, instead of in terms of one 
arbitrary commodity like gold, these great changes in the 
burden of debts and other fixed charges would be avoided. 

Accepting the disastrous importance of a fall in the general 
level of prices, of a rise in the value of money, we must turn 
to seek its cause. Doubtless, industrial depression and monetary 
insufficiency act and react on each other—both are cause and 
both are effect. The monetary equation, like all other 
equations, has two sides, and the price level depends on the 
output of goods as well as on the amount and velocity of 
circulation of currency and credit. But, since the war, a 
growing dis-equilibrium has come about. In this process, two 
important factors are the vast German inflation in earlier years 
and the great American boom and collapse in 1929 and 1930. 

For starting the German inflation, the enormous sums 
demanded by the Allies as reparations are largely responsible, 
though other causes continued it. Inflation denuded y 
of working capital and created an insistent demand for foreign 
loans at any price. When these loans ceased, collapse became 
inevitable. Inflation in France did not go so far, but it, too, 
led, as M. Jenny points out, to abnormal transfers of capital 
which produced correlated movements of gold. 

Again, a continuing charge for war debts and reparations, 
like any other ” international payment, can only be satisfied 
by the transfer of goods and services or promises to pay—no 
gold-reserves can stand the drain. At first France readily 
accepted part payment in kind, and maintained a low scale of 
tarifts. But the high duties imposed on imports into the 
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United States led to payment of war debts in gold, a rise in 
American prices, a financial boom and somewhat reckless foreign 
lending. When, however, it became more profitable to use 
money at home, this lending ceased, and a slump, started 
perhaps, as Sir Arthur Salter holds, by over-production in 
certain commodities like grain, developed to a disastrous degree 
in debtor countries. 

French tariffs now began to rise, and, for this and other 
causes, gold accumulated in Paris as well as in New York. 
This double accumulation has depleted the monetary gold of 
other nations, made that gold rare and dear, and helped to put 
down the price level of wholesale commodities. Owing to the 
inevitable effect of present economic forces, America and 
France have unconsciously cornered the gold in which the 
demand payment, thus removing it from their debtors’ rea 
and artificially depreciating the goods in which alone payment 
can be made. 

To us it seems that these nations are not acting in accord- 
ance with the accepted rules of an international standard for 
money. But, in pointing out the consequences of foreign action, 
we must not overlook the criticism which, in turn, is levelled 
at us by those nations who, at great self-sacrifice, have lowered 
their wage-rates and other costs of production in conformi 
with the rising value of money. To them, our troubles, wi 
their world-wide repercussions, are seen to be due to our 
failure to play fairly the “ gold-standard game.” With a 
mistaken insistence on the maintenance of nominal salaries 
and wages, we refused to readjust our costs of production and 
cost of living as prices fell. Thus came our economic crisis 
and our break with gold, and all nations in financial touch with 
London suffered from our default. That is the Continental 
case against Great Britain, and it seems difficult to answer. 
It may be that the National Government lost a real chance of 
reducing our costs just after the General Election. The salaries 
of those in Government service had been “ cut,”” and an appeal 
for a corresponding national effort by others might then have 
met with success. The dislocation between prices and costs, 
though diminished by our departure from the gold standard, 
is yet serious. Indeed, if prices continue to fall in gold- 
standard countries, and are allowed to drag down those measured 
in sterling, we may yet have to face the difficult readjustment 
of nominal incomes. 
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Meanwhile, the rising value of gold continues to work 
havoc. As against gold-standard countries, Great Britain has 
now a certain differential advantage in competitive trade. But 
in other ways we lose—for instance, at the present rate of 
exchange, our debt to America, payable in gold dollars, would 
cost about £48,000,000 to transmit instead of £33,000,000, while 
most of our receipts from overseas are payable in sterling. 

Nevertheless our departure from gold was inevitable, and 
the gain to ourselves and to the world more than the loss. 
If left to the untrammelled action of trade and the exchanges, 
and not disturbed by speculative movements of capital, a free 
pound will adjust itself to that level which gives us a reasonably 
profitable balance of exports and imports, and thus will help 
to re-establish world trade. Our experiments in tariffs will, 
it is true, diminish these benefits. Tariffs can, of course, 
stimulate specified trades working for the home market, but, 
on the broad view, they tend to restrict imports and raise the 
value of the pound, in this way decreasing our differential 
advantage as against gold countries. Therefore they lower 
exports also, and merely create a new point of equilibrium at 
a smaller total turnover of trade. Nevertheless, we must 
accept the fact that the experiment is to be made. But it 
would be well to follow the policy advocated in LLoyps BANK 
MonrTHLY Review for March, and use the tariff to encourage 
the formation of a “low tariff” group of countries with 
currencies based on sterling and not on gold. It is possible 
that the Scandinavian nations, Holland and Belgium, Germany 
and Austria, as well as some overseas lands like the Argentine, 
might join the British Empire in such a group. 

Moreover, the differential advantage is not the only benefit 
from a lower commodity value of the pound. There would be 
an absolute gain even if all other currencies fell with it. The 
present troubles of the world are due to a rise in the commodity 
value of money, and, if the process were reversed—if the value 
of money fell, that is, if wholesale prices rose—the world- 
problem would be solved. Thus, the growing block of nations 
with currencies based on sterling will help towards economic 
recovery, provided that the commodity value of sterling is 
allowed slowly to fall, that is, the wholesale prices of world 
commodities to rise. This, among other reasons, shows how 
unfortunate it is that the recent influx of foreign money into 
London has been allowed to force up the external value of 
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the pound. It is to be hoped that the Bank of England will 
be able to control these movements of capital and their effects. 

Meanwhile, nations which remain on a gold standard find 
their difficulties increasing. Hitherto Germany has paid 
reparations from the proceeds of loans borrowed abroad, chiefly 
from the United States and Great Britain. But, partly owing 
to our own financial difficulties and partly owing to increasing 
want of security for the loans, we can lend no longer, and, when 
the moratorium is over, the whole position must be reconsidered. 
The Dawes Plan contained a wise provision for scaling down the 
nominal amount of payment if prices fell. It was a lamentable 
mistake to cut out that provision from the Young Plan. But, in 
any case, so long as war debts and reparations stand at present 
levels, and creditor nations will neither accept payment in 
goods nor lend abroad, the drift to creditor countries of gold 
or other money of intrinsic value will continue, and the present 
evils from which the whole world suffers may grow worse 
and worse. 

This analysis of present economic world conditions is, 
of course, brief, and, therefore, incomplete. But I believe it to 
represent the essence of the economic situation. It shows how 
necessary it is to reduce these impossible international pay- 
ments, and for the creditor countries to learn to accept payment 
in goods, or give temporary relief by lending their b ances to 
the debtor countries. And here we are brought to the over- 
riding importance of psychological and political considerations. 
With growing financial difficulties, both America and France 
became at first less inclined to write down their debtors’ 
liabilities, though the difficulties are chiefly due to the debts 
and their effects on world trade. Again, owing to the general 
fall in prices, all nations find their ind depressed and 
refer the trouble to foreign competition. ey accuse each 
other of “ dumping’; an irresistible demand for protection 
arises, and we see every country in a mad world trying to sell 
and not to buy. Moreover, France holds that reparations 
are a moral debt by Germany, and regards their payment as 
bound up with the problem of future military security, while 
Germany cannot accept a position which leaves her permanently 
in a position of political inferiority. Again, the United States 
will not even consider a diminution of their claims so long as 
Europe will not disarm and may use the money in preparation 
for war. We are thus brought face to face with the age-long 
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antagonism between Gaul and Teuton as a fatal block in the 
way of world appeasement and economic recovery. 

Whether, with Bayle and Albert Sorel, we date the antagon- 
ism from the marriage of Maximillian I with the Duchess Marie 
of Burgundy in 1477, and the subsequent quarrels of the 
reigning houses of France and Austria, or seek its origin in the 
= clash of peoples, it has clearly been the chief factor in 

uropean politics for several centuries. The first Lord Cromer 
was accustomed to act on the conviction that, in a complex 
political problem, there is generally a key-point. In the political 
difficulties, which underlie the present industrial and financial 
crisis of the world, the key-point may well be found in the 
rational development of normal Franco-German economic 
relations, which, as Professor Schumpeter points out, are 
complementary and not competitive. 

How far a consensus of opinion can be found among the 
authors of the articles in this number of the REvIEw, our 
readers must judge. It seems to be agreed that, to find a 
radical cure for the world’s economic ills, the insistent problem 
of war debts and reparations must be solved, whatever be 
the exact part played by them in precipitating the crisis. It 
is necessary to arrive quickly at some final decision, probably 
by way of compromise, which will make plain to a nations 
where they stand, both now and in the future. Possibly, it 
appears, the compromise may be found in an extension of the 
present moratorium, and, at some fixed date, a resumption of 
much reduced and moderate reparations, payable largely, if 
not wholly, in kind. 

It is indeed satisfactory that France, as represented by 
M. Jenny, is ready to agree to a substantial reduction in repara- 
tions, provided that it is obtained by agreement and not by 
repudiation. This is a long and important step, and all friends 
of European peace must be grateful. On the other side, while 
Professor tenella does not explicitly adopt this solution, 
the general outcome of his article implicitly gives ground for 
hope that Germany too may come to consent to such a 
compromise. 

British statesmen may help towards an agreement. Our 
close links with France in war and peace will make easy a 
preliminary exploration of possibilities which may only 
materialize if England and France are in accordance. Our 
goodwill towards Germany may perhaps help to bring her to 
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meet a situation admittedly difficult. Thus agreement may be 
found on some such lines as are specified by Sir Arthur Salter. 

But since, as well as reparations, there are war debts 
owing by Europe to America, the co-operation of the United 
States is necessary for any final solution. At present the 

litical outlook does not seem favourable to such co-operation. 

ut it would be ungenerous to despair of America, and we may 
look forward with o— as well as interest to the article by an 
American economist which is to appear in a future number of 
the Review. As Sir Arthur Salter says, it would be as un- 
reasonable to expect complete cancellation of war debts as of 
reparations. Nevertheless, whatever be the political difficulties 
in the United States, it seems certain that economic forces will 
lead in some way to a reduction in their burden. 

If mankind were swayed by reason and economic con- 
siderations alone, a solution of our troubles would be possible, 
nay, easy. But, in a time of falling prices, with their conse- 
quences—economic loss and shrinking trade—the nations 
inevitably come to regard each other as competitors—economic 
enemies. Such a misconception is far from the truth. 
Economically, as well as morally, the peoples of the earth are 
members one of another, and are much less competitors than 
companions in the great misfortune of a rising value of money. 
If that process could be reversed, the value of money lowered— 
that is, world-prices raised—debts and other fixed charges 
would become less burdensome, profits would become possible, 
international trade would revive, the debtor nations become 
once more solvent, and the world depression pass away. Even 
if prices measured in gold continue to fall, benefit would accrue 
if wholesale prices measured in sterling rose. Improvement 
would first be felt by nations with currencies linked to sterling, 
and then, as their demands for foreign goods increased, by 
nations outside the sterling block. us Great Britain can 
and should lead the way to world recovery. Since there is a 
wide margin between wholesale and retail prices, a rise in the 
former need not cause much increase in the cost of living, and, 
in any case, a return to the prices and real wages of 1928 should 
give no solid ground for complaint. 

The true cure for our evils is international co-operation 
to increase world currency and credit, to get it into circula- 
tion, and, in this way to raise the average level of wholesale 
prices. Unfortunately, false ideas of economic rivalry and the 
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nationalism they encourage lead to political action which 
intensifies the trouble it is meant to alleviate, and becomes 
increasingly difficult to reverse. 

Thus there is an ethical factor involved in our world 
problem. The moralist and the economist might agree, but 
the plain man’s idea of self-interest, whether personal or 
national, is a bad guide to conduct, though self-interest may be 
less dangerous when “ enlightened.” But, sad to say, even this 
amount of sanity is rare, perhaps specially rare in democratic 
countries. Emotion in various forms, good and evil—love of 
a personified country, hatred of former enemies, uninstructed 
sympathy with distress leading to a desire for false remedies— 
obstructs the calm light of reason which, had it a chance, 
would show that emotion, wrongly directed, may do more 
harm than good. It is necessary to found politics and inter- 
national ethics, as well as economics, on a rational basis if 
dangerous blunders are to be avoided. Science has put an ever- 
increasing power over nature into the grasping hands of 
mankind. We have used that power to create new engines of 
war, and in peace to stimulate production faster than the means 
of distribution and purchase. Part of our trouble arises from 
the fact that politics, economics and ethics have not kept pace 
with science, perhaps because they have not yet learned Fully 
to use scientific methods, both rational and experimental. 

A necessary preliminary to progress is analysis and 
discussion. May we hope that the analysis and discussion of 
the relations between France and Germany in the pages that 
follow, different though the writers’ points of view may be, 
will do something towards bringing those two great nations 
together, and help to solve one of the difficult problems which 
face a distracted world? 
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A German View 
By Professor Dr. Joseph Schumpeter, of Bonn University 


HE economic factor is the one hopeful element in the 
complex mass of difficulties which at present make up 
Franco-German relations. As the reader will see, there 
are probably less insoluble problems of a purely economic 
character between France and Germany than between almost 
any two nations, and if international relations were exclusively 
determined by economic reason, or even by the economic 
interests of leading industrial and financial groups, steady 
improvement of the political situation could be —— 
a, In any case it is, of course, comforting to thin 
ow much brighter the actual outlook is than it would be if 
the economic factor militated against, instead of facilitating, 
peaceful agreement. 

But if we are to understand the whole of the Franco- 
German problem and to form a reliable opinion about not 
only what the near future might be but what it will be, we must 
first reduce to its true proportions the practical importance of 
the economic factor. Both business men and those well-wishers 
to humanity, who exert themselves in the noble cause of peace, 
are apt to exaggerate it and to underrate the importance of 
another aspect of international relations which is largely 
independent of economic considerations and interests, and has 
in history frequently carried the day against them. Like most 
of us, business men have a tendency not to rate at full value 
what they disapprove, and to jump too readily at the conclusion 
that if what seems to the cool observer a reasonable solution 
of any political problem can logically be proved to exist, then 
that problem must also admit of solution in practice. It is 
necessary before entering upon our economic argument to 
utter a word of caution against this way of thinking—sym- 
pathetic though it is—because it may lead to undue optimism, 
which is sure to be disappointed, and to prognosis, both as to 
the political and the economic future, which cannot be verified 
by subsequent events. I beg to assure my readers that nothing 
is farther from my mind than any wish to contribute to the 
discussion of political issues or to submit any arguments for 
my own, or against any other, country—to chant any woes 
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or to level any reproaches. The reader will presently see as 
much as this for himself. But if I am to accept any responsi- 
bility for the inference which may justly be drawn from what 
I am about to say on the subject of Franco-German economic 
relations, I must preface it by a few lines on their political 
frame, which will be seen to contain all the really dangerous 
points. 

There is in politics a large irrational element even in 
economic matters. French capital, for instance, has never 
moved about the world in obedience to economic considerations 
alone, but has taken risks and avoided chances in obedience 
to political interests, which it would be impossible to under- 
stand on purely economic grounds. But the irrational element 
is, of course, still stronger by far in extra-economic questions. 
Disarmament is a good example. The rational arguments by 
which France tries to avoid the necessity to disarm, and 
Germany tries to obtain the right to arm, are, to be sure, not 
without importance. Yet they are not the whole of the case. 
The will to arm or not to disarm can be traced back to motives 
entirely outside the realm of rational interests such as the 
widespread feeling that an army is the symbol of true national 
independence, that military superiority is the rightful price of 
victory, or military inferiority, if imposed from outside, a slur 
on the national honour, and so on. It is much the same, 
e.g., with the question of the Polish corridor. Here, again, 
any rational interests concerned are really minor matters. The 
Frenchman looks upon it as a prize and symbol of victory— 
the German much as an Englishman would look upon a corridor 
between Bournemouth and Harwich even if it meant no 
practical inconvenience at all. And he who refused to look 
at this aspect of the Franco-German problems misses the real 

Oints at issue. Now the way in which this aspect asserts 
itself, and its relevance to economic forecasts is this: Feelings, 
ideals, passions of that kind form largely the background of 
the electoral and parliamentary mind. They are important 
determining forces of the political atmosphere in both countries. 
No party or ministry can afford to neglect them unless it is 
prepared to encounter political death. On the other hand, 
every party or ministry can count upon them as an unfailing 
source of political strength. Therefore, even if parties or 
a themselves were entirely exempt from any such 
eelings—and surely not all of us would think the better of 
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them if they were—and actuated by no other wish than to see 
both nations united by the most friendly ties, the conditions 
which rule home politics in all nations would still enforce 
action incompatible with the rational handling of thorny 
questions. is has always been true of all times and places. 
But in the case of France and Germany things are made still 
more difficult by the fact that there is in neither country one 
party, or any possible combination of parties, which would 
command a majority sufficiently strong to pursue a policy of 
doubtful popularity or to measures not likely to yield 
immediate political returns. do not mean to go to the 
extreme of calling the situation hopeless: I merely want to 
point to a set of facts without expressing an opinion about 
them. The important thing is that, as long as certain political 
clouds keep on overshadowing this part of Europe, economic 
forces alone will be powerless to create the amount of confidence 
and the spirit of co-operation necessary for the lasting economic 
recovery of the world. 


II 


Next I want to touch briefly upon the only fundamental 
economic question at issue between France and Germany 
which is deeply tinged by political psychology, and in fact 
stands in a class by itself, between the political and economic 
group of problems: The reparation question. Neither France 
nor Germany can do what the rest of the world asks them to 
do, viz., look upon this question as a business proposition to be 
dealt with exclusively on considerations of economic expediency. 
For France, receiving reparations is a sacred right, and what 
I have called above prize and symbol of victory. To Germany, 
paying what Germans characteristically call the “ tribute,’’ 1s 
moral iniquity and capitis deminutio to be passionately resisted, 
even if the amount were fixed at £1 1s. a year and even if the 
total of all reparation payments effected up to now, in one 
way or another, did not stand at 67,000 millions of marks, as it 
does according to the recent German estimate. No ministry in 
either country can take up any other standpoint even if they 
wanted to. And no observer has seen the reality of the case, 
and the fearful omnes implied in it, who refuses to look at it 
in this light in which the recent deadlock in negotiations 


becomes all too understandable. 
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The economics of the reparation question considered as a 
Franco-German problem is, of course, much complicated by 
one very obvious fact: Setting aside all legal or moral con- 
siderations, the German case for, and, indeed, the necessity of, 
the remission of all further payments, rests upon the un- 
willingness of the world to receive Germany’s reparation 
exports, by which alone she can acquire the necessary exchange. 
She can plead, and as a matter of fact she is pleading successfully 
to all nations but France, that it is illogical for creditors to 
exact payment and yet to resist the only means to effect it. 
The world at large, taught by the present depression, is 
beginning to listen to this argument. Everywhere business 
interests are asking themselves whether it is good policy to 
insist on the carrying out of an arrangement which as long as 
it lasts must tend to damp any prosperity and to accentuate 
any depression to come. Besides, in some countries, bankers 
are beginning to realize that their and their clients’ claims on 
Germany are in a danger which would immediately disappear 
if reparations were done away with, and that in this case safe 
and lucrative business with Germany would at once become 
possible, business which would contribute to general revival in 
their respective countries. Finally there is a conviction, which 
has taken all too long a time in growing up, that the abnormal 
agglomerations of gold in America and France have something 
to do with the presence in the world of the political debts ; 
that without them the gold standard would function much 
more satisfactorily ; and that, if it did, the picture of the 
financial situation of the world would be deprived of some of 
its darkest hues. That this is true cannot well be denied 
even by those who, like the present writer, are unwilling to 
exaggerate the importance of either the gold or the reparation 
question per se, and are much more inclined to attribute a 
correspondingly greater part of present difficulties, at least in 
the case of England and of Germany, to the fiscal policy since 
the war. Even if, however, we allow amply for other factors, the 
ominous importance of reparations in any explanation of the 
world’s crisis stands out clearly pace 4 and has rightly 
been emphasized by the two Basle reports, the report of the 
Wiggin committee (Sir Walter Layton’s) and the report of the 
committee presided over by Mr. Alberto Beneduce. 

But in discussing these arguments with France, Germany 
has to face the fact that none of them carries the weight it has, 
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e.g., in the mind of an Englishman. To begin by the third 
one, the abnormal concentration of gold in France: It is true 
that with the exception of 1931, services, interests and other 
private payments have been amply sufficient to cover the two 
great negative items in the French balance of payments, excess 
of imports over exports and remittances of foreign workmen, 
and to leave a considerable surplus: + 746 millions of marks 
in 1929, and + 50 millions of marks in 1930. The deficit of 
1931 is obviously but temporary, although for various reasons 
figures of the same order of magnitude as before 1930 are not 
ikely to recur. But it is the balance of political payments 
(+ 900 millions of marks in 1929, + 885 in 1930 and even in 
1931 a sum of 267 millions) that gives to France that technical 
superiority in the money markets of the world which we have 
been, and are, observing and which is out of all proportion to 
her real economic strength. Possibly future generations wi 
count the cost of this policy, and especially of the sacrifice 
implied in keeping all the gold and gold-claims, forced into 
France by the reparation mechanism, idle or at low interest. 
But it is natural that now Frenchmen should look with pride 
not only at the impregnable position of the franc, but still more 
at the national position, which enables their country to enforce 
whatever it may wish by a mere financial frown. e plea of 
those nations whose exchanges are dislocated thereby is not 
likely to impress France very much, least of all the plea of 
Germany that consolidation of her currency system is im- 
possible under the circumstances. 

By the end of June, 1931, French short credits to Germany 
had shrunk to about 500 millions of marks and they have, 
therefore, ceased to be an important element in the problem of 
Short credits. As a matter of fact, their amount was never 
very large, although their withdrawal did create a panic during 
the Young plan negotiations and again in tember, 1930. 
Hence the argument, which turns on the safety of oy 
credits, cannot be expected to weigh heavily with France for 
the moment, although no other nation has so real an economic 
interest in a sound German money market to do business with 
in the future. 

Finally, but most important of all, 7. pee exports do 
not appear to France in the light in which the rest of the world 
sees them. France would not only with some justice decline 
responsibility for what the whole world does in order to keep 
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them out, but she could also claim that she is more ready to 
accept her share of them than other creditor nations, although 
she is now being increasingly compelled to follow suit in the 
general protectionist game. We shall see presently why both 
France as a whole and the French business-world are not, 
and have reasons not to be, anything like as hostile to German 
exports as other nations. In normal times France has been 

uite willing to accept part of her reparation claims in kind. 

e this is a very important point to consider with reference 
to the future economic relations of both countries, it is in the 
nature of a difficulty with reference to a solution of the reparation 
problem. To the argument that reparations spoil business, 
France might reply that the business spoilt is not primarily her 
own. Undoubtedly, this is much less true now than it has 
been, and still less true it will be in case Germany keeps on 
trying to pay reparations without raising foreign loans in order 
to do so. But we have to add that France is not only the most 
important creditor on reparation account in absolute figures, 
but that also relatively these figures mean much more to her 
than to other creditor nations. She would undoubtedly have 
to raise taxation or else to reduce expenditure on armaments 
if she had to do without reparations. 

Of course, if the world is getting tired of the disturbances 
created by reparations and inter-allied debts, the problem we 
have been discussing really reduces itself to the net reparations 
France receives. But even if inter-allied debts disappeared 
and reparations were reduced in proportion, a serious stumbling 
block in the way towards mca” conditions would still remain, 
and one which, as we have seen, is particularly difficult to 
handle. It would, therefore, be hardly wise to deal with 
inter-allied debts and the corresponding part of reparations 
separately, and to leave the problem of the net share of France 
untouched. For obvious reasons, France and Germany would 
then find it still more difficult to agree ; 3 disturbance, dis- 
equilibrium and political as well as economic danger would still 

prevail, and the a at large could not fail to be affected. If 
i " ermissible, however, to assume for a moment both France 
many to be willing to face economic facts resolutely 

a to act upon them—a very daring assumption though this 
may seem—then the reverse process—France and Germany 
agreeing first on what is to be done with the net reparations to 
France and then acting jointly as to the rest—seems to be more 
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hopeful. It would not be absolutely impossible for France 
to accept the whole of her net share in kind if the amount 
were a moderate one. This would do away, as far as her share 
goes, with monetary disturbances, and it would be economically 
possible for Germany, if supplemented by a tariff arrangement 
to be framed so as to prevent either party from indirectly 
changing the terms agreed upon by striking at German non- 
reparation exports into France on the one hand and French 
exports into Germany on the other. Of course, some 
disturbance would remain. And the amount could not be 
anything like the 2,400 millions French francs net, which 
France would have got in 1931-32 if the Young plan had not 
broken down. 

If this question could be disposed of, other difficulties of 
a semi-political and semi-economic nature could be expected 
to vanish. In an atmosphere cleared of reparation troubles, it 
would perhaps not be too optimistic to hope that no further 
difficulties would arise about the valley of the Saar ; that France 
would have less motive to protest as she did when, lately, 
Germany tried to arrive at an arrangement about mutual 
preferential treatment of exports with Roumania and other 
eastern states desirous of finding an outlet for their agrarian 
products and so on ; that, briefly, the facts which we are about 
to discuss now would become of more than academic interest. 


III 


When the “ Franco-German economic committee ” 
(Deutsch-Franzésische Wirtschaftskommission) came into bein 
a few months ago, as a result of the visit to Berlin of the Fren 
premier and M. Briand, most people, in Germany and abroad, 
were inclined to look upon it as another of those well-known 
devices by which politicians like to cover failure or, at least, as 
another well-meant but ineffectual effort to preach economic 
reason. To the astonishment of many, however, the committee 
has done good work ever since it met for the first time in Paris, 
in November, to draw up the programmes for its sub- 
committees. Two circumstances greatly helped in bringing 
about what by now has developed into a distinct success. Un- 
fortunately, they also reduce both the general importance of 
this success and the benefit both countries derive from it. 
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First, certain industrial groups brought together under the 
auspices of both governments, have been allowed to follow the 
line dictated by their interests without having to take account 
of the interests of the consumers or other industrial groups 
which might suffer from their monopolistic tendencies. It 
stands to reason how much easier it is, in our mercantilist 
world, to agree on such lines than it would be on others, 
however much sounder they may be in a broader and deeper 
sense. Secondly, Germans proved very easy partners to deal 
with, because they were at a great disadvantage from the first, 
owing to the tariff situation. 

After the war, and under the Treaty of Versailles, France 
at first entered upon what can only be called economic warfare. 
But step by step commercial relations became more promising, 
and the Franco-German commercial treaty of April 17th, 1927, 
re-established economic peace at what were, by comparison 
with, say, the United States or Spain, very reasonable import 
duties. As a matter of fact, France was not in an over- 
protectionist mood then. Her demand for foreign commodities 
was urgent, and its urgency was recognized, as proved by the 
fact that, from 1925 to 1930 inclusive, she took about 
2,000 millions of marks of reparations in kind. Her price-level 
was low and still more so was the level of her wages, so that 
even ardent protectionists felt not very strongly about tariffs. 
But when the masses of gold began pouring in and doing their 
duty, at least partially, viz.,in raising the price level, clamour for 
additional protection, which of course gathered strength with 
the setting-in of the world crisis, soon carried the day. In her 
commercial treaties, France had reserved to herself the right 
to protect her industries by further measures in the case of a 
general catastrophe. So she was within her rights when she 
proceeded not only to raise duties but to set limits to the 
quantities to be imported of any commodities the importation 
of which she considered prejudicial to her industries. Germany 
had not the right to follow suit. Therefore German in- 
dustrialists went to the conference in a very conciliatory frame 
of mind, while their French partners could not have gone all 
lengths in a “ safeguarding” policy without entirely giving 
away the French case in the reparation question. 

Under this pressure, then, the sub-committee on com- 
mercial policy, which at first seemed faced by an impossible 
task, came to a kind of agreement with astonishing rapidity. 
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The Germans dropped their protests against France safe- 
guarding her industries—a last trace of previous discords being 
retained in the words which I believe have been used: “‘ What- 
ever the cause of the plight of those industries . . .”—and 
the French agreed to resort to limiting amounts of imports 
only in exceptional cases and after careful consideration, which 
may not mean much, but also to advise those of her industries 
which might apply for protection of this sort, first to try to 
come to an inter-industrial understanding with their German 
competitors—which means a great deal. So a rupture of 
commercial relations was avoided for the time being. 

These inter-industrial conversations have, in fact, already 
led to definite results. Important examples are the porcelain 
agreement and that between nitrogen producers of both 
countries. The French and German electrical engineering 
industries have founded an “ Office Franco-Allemand de 
Matériel Electrique”’ in order to carry out their agreement as 
to their respective markets. Dozens of other cases are under 
consideration, and considerable progress has been made in 
some of them, e.g., in the case of the industry of railway 
material and of the cement industry. It was natural to hope 
that at its meeting in Berlin which was to take place in February 
the committee would find it easier to make headway in the 
matter of commercial relations generally, as some of the most 
thorny points either have been, or were well on the way of 
being, settled by these inter-industrial conversations, so that 
the governments might find the way smoothed for them when 
they try to arrive at a new treaty. ere is also the project of 
a convention about airways. And definite plans have been 
submitted as to a co-operation between the two nations in the 
matter of - ing, especially of transatlantic lines, which, 
however, wo 4 be a very incomplete affair unless English 
shipping interests could be persuaded to join. Most of us will 
probably doubt the possibility of immediate success in the case 
of the sub-committee on co-operation in foreign, especially 
oversea, markets. Yet it is significant that such a thing has 
been thought of, and considered to be practical politics, at all. 

The progress of the crisis has, it is true, clouded these 
prospects. e inter-industrial conversations have become 
increasingly difficult of late. There is not only a tendency 
towards the extension of the policy of limiting the quantities 
of German imports into France to an ever-increasing number of 
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articles, such as leather, toys, machines, but this demand is 
now being raised in a different spirit. While the first agree- 
ments, notably that on porcelain, did not put the limit substan- 
tially lower than the amount which Germany could have 
expected to export in the ordinary course of things, it is now 
proposed to limit German exports to a fraction of what they 
were in 1931. If this be persisted in, a deadlock is, of course, 
but a question of time, or else the sub-committee on reparations 
will have to draw the unavoidable inference. However, as 
this unfavourable turn of things is due to the crisis, some hope 
of results may possibly be still entertained for the future. 

For to predict that France and Germany cannot agree even 
in this field, would indeed be more than can be fairly expected 
from an economist. This economist is, of course, fully aware 
of the fact that the real economic interest of nations counts for 
nothing in politics. He would, therefore, refrain from pointing 
to the fact that economically France and Germany are, as it were, 
so “‘ complementary ” and so little ‘‘ competitive’ with each 
other as to have every right to be quoted as an example of 
the advantage of territorial division of labour, even in less 
obvious cases than coal and iron. Realizing, as he does, 
melancholy realities, he would all the more strongly insist on 
another fact: the great difficulty about the commercial policy 
of Germany is protection—not only by means of duties—to 
agriculture. It is this that spoils her commercial relations with 
most European, and some other, countries, intensifies her 
industrial depression, turns public opinion of some nations 
against her, increases the sufferings of her masses. Now there 
is not much “ danger ” of cheap bread or sugar flowing in from 
France, and therefore the one difficulty which would be 
insuperable owing to the impregnable position of the agrarian 
interest in both countries, is conspicuous by absence. For 
wine, fresh vegetables and minor matters do not figure sub- 
stantially and could be easily taken care of by mutual con- 
cessions of almost nominal extent which, besides, would appear 
as “‘ sacrifices ” only to the politician, while they would really 
be benefits to each country taken as a whole. 

German imports from France in 1927, 1928 and 1929 
have been higher than they were in 1913, when they stood at 
about 591 millions of marks. bee were a little lower than 
before the war in 1925, considerably Jower (378 millions) in 
1926, 1930 and 1931. The correspondence between the flow 
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of French commodities—or of foreign commodities generally— 
into Germany and the flow of foreign credits into her is obvious. 
These credits began to stream in as soon as Germany emerged 
from inflation ; they dwindled in 1926, whereupon the balance 
of commodity transactions promptly turned in her favour ; the 
current was running strongly again in 1927 and 1928 and we 
immediately observe the opposite result, which for the same 
reason we find reversed again in 1930 and 1931, 1929 marking 
transition. So obvious, indeed, is this correlation that its 
importance is dy to be exaggerated, some writers displaying a 
tendency to link up not only German foreign trade but almost 
everything that happens in Germany's economic life, to foreign 
credits. We shall presently deal with this larger aspect. For 
the subject in hand it is sufficient to remark that Germany, 
being a debtor country even apart from reparations, must 
normally have what is usually styled a “ favourable balance 
of trade ” (including “ services”); that whenever net credits 
cover reparations, the balance would still have to be “ favour- 
able ” to an amount varying with the rate of repayment of 
loans; that the balance must turn against her when credits 
amount to more than reparations plus interest plus payments 
on capital account ; and that, as nobody can go on borrowing 
indefinitely, the last-named alternative must end either in 
bankruptcy or in export figures soaring to heights incompatible 
with economic equilibrium in the world’s markets. 

We can nt this statement by looking at the exports of 
Germany into France. They were 793 millions of marks, more 
than French imports into Germany, even in 1913. They were 
low in the time of post-war restrictions, and remained so in 
1925. Then they jumped up in 1926 in spite of French inflation 
which made gold prices very low in France. The year 1927 
displays a smaller e exactly as we should be led to expect by 
those old theories, which business men and politicians take pride 
in despising. And again, according to what time-honoured 
theories would lead us to predict, the figure then soars up, 
helped on by France’s prosperity and rising level of prices, to 
the formidable height of 1,149 millions of marks in 1930, 
nearly 50 per cent above pre-war level—a monument to 
Germany's “ willingness to pay” both political and other 
debts, a monument also of the consequences this willingness 
would have if persisted in, even if we discard as abnormal 
the still more formidable figures of 1931. Exports of finished 
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products, significantly enough, in 1930 were 297 per cent 
above the level of 1927. 

Of course, we cannot take these figures as indications 
of what would have been the course of things without repara- 
tions and their direct and indirect consequences. The treaty 
of 1927, and industrial understandings as to iron, potash, dye- 
stuffs and other articles, would have by themselves been 

werless to produce such results, especially as that treaty was 
no means liberal in intention: at best it can be called 
moderately protectionist. Nor is it safe to generalize from 
pre-war figures, because, apart from territorial ges, account 
must be taken of the recent industrial development of France. 
It is interesting to note that according to a German index cf 
industrial production, taking 1929 as base, French industrial 
development from 1925 onwards, when the indices stood at 
78-2 for Germany and 77 for France, was relatively about just 
as quick as in Germany, lagging behind in 1927 and 1928, but 
keeping up much better in 1930. The growing importance of 
the share of German exports of means of production in her 
total exports of finished products (“ outillage national”) has, 
of course, much to do with it. It may, however, be asserted 
with confidence that both countries would, even under normal 
circumstances, continue to be each other’s best customers on 
the Continent of Europe, and to furnish each other with 
the 10 per cent of their respective total exports which they 
used to take before the war. For a more precise answer to the 
question of what their commercial relations might be expected 
to be if we abstract from the present figures disturbances of 
trade by reparations and so on, we must enter into an analysis 
of the more important headings, although the picture contains 
sO many small items which sum up to important totals that we 
shall have to leave it incomplete and, by this incompleteness, 
to a certain extent misleading. 


IV 


a pene oe ee to, we — y whoa g _ om 
agricultural products inclu sugar. To se by way o 
a few examples of minor matters, the difficulties which have 
recently arisen about leather can hardly be due to anything 
else but the present crisis. Germany always took some of the 
faw material from France, and always much less than she 
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exported into France, of leather, leather goods and furs. This 
exchange was very stable before, and seemed well on the wa 
to re-establishing itself without much friction after the war. It 
would readily adapt itself to the difference in the level of wages 
— if a considerable one should maintain itself in the long run— 
which counts for much in highly finished leather goods, and there- 
fore would have a tendency rather to dwindle than to increase. 
Of course, if we assume that while other sources of disturbance 
vanish, yet the mercantilist spirit of post-war times will keep 
its sway, then there is much in this trade to displease that state 
of mind. It has not been so in the case of wooden goods 
before the war, and it is still less so now, France having even 
in 1930 exported more to, than she bought from, Germany, 
no difficulty, of course, arising out of the German timber 
exports. An old-established export business with 
France in printing paper and the cheaper kinds of wall-paper 
seems to go on without much friction so far. And we could 
run through a long list of similar items, such as glass, china, 
earthenware, rubber goods, toys, watches, jewelleries and so on, 
without finding much reason to doubt the conclusion that this 
trade is as we should expect it to be between two neighbouring 
countries in about the same state of civilization, which by 
nature or historical accident enjoy various ‘‘ comparative 
advantages” and turn them to account by an exchange of 
many products, the quantities of which in every case do not 
amount to serious problems and do not in the ordinary course 
vary, either cyclically or in trend, so much as to endanger 
the fundamental positions of the business interests concerned, 
who rarely, if ever, have had to struggle with each other for 
life. I find it difficult to offer any instance of that kind of 
difficulty which is prominent in any commercial dealings with, 
nk the United States, where it is obvious that but for pro- 
hibitive duties, whole industries would be annihilated in a very 
short time by German competition. 

This fundamentally peaceful aspect of affairs, which 
would immediately assert itself if reparations and other extra- 
economic sources of disturbance were eliminated, rests so far 
on the character of the Franco-German trade in a very large 
number of individually small articles, which really present 
examples of what economists a hundred years ago were 
thinking of when they preached their free trade wisdom, 
blissfully unaware of such things as trusts and dumping. There 
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is, therefore, much more than a snare or a tactical move in the 
German profession of readiness to enter into a free-trade 
arrangement with France—a profession one can very often hear. 
If I have succeeded in characterizing the situation it should be 
clear on the one hand that there is, at least within a very 
considerable sector of the economic systems of both France 
and Germany, more scope, politically as well as economically, 
for a free-trade arrangement than almost anywhere in the 
world, and, on the other hand, why it is that the same cannot 
be held, for reasons of home politics or for economic ones, 
with reference to either France’s or Germany’s commercial 
relations to any other country. To give an instance of the 
réle of the element of home politics in the matter : Commercial 
peace with Holland or Denmark would for Germany mean 
cheap butter of high quality; and this is more than any 
German government can stand. 

Frenchmen have not, it is true, come forward to welcome 
those German overtures. Some eminent Frenchmen, amongst 
them a few who are otherwise well disposed towards under- 
standing with Germany, have even displayed some irritation 
at them. But they argue from a situation dominated by those 
very disturbances we have discarded for argument’s sake. 
Perhaps it is also protectionist tradition which practically 
without a break has ruled for centuries, which makes it difficult 
for any Frenchman to look upon a free-trade proposition as 
anything but a dream or a trick. Economically we shall see 
now that things are not, indeed, as smooth with respect to 
some of the great industries as they are in the industries which 
we have been considering so far. But we shall also see that 
the picture, while not remaining as hopeful as it was, yet does 
not change fundamentally, if we insert the more difficult cases. 

As every Continental politician knows to his cost, textile 
manufacturers in a crisis are not easy people to deal with. 
Of late the loudest protests against any policy of tariff reduction 
came from Roubaix-Tourcoing, and I am not betraying any 
secrets by saying that the corresponding German groups 
were much of the same mind. But when we try to disentangle 
what all this really amounts to beyond being the natural 
reaction to be expected in such cases from any association of 
business men and beyond being an equally natural result of 
fears incident to the present crisis, we are not left with 
insuperable difficulties. Textile industries of all kinds are in 
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both countries, as they are everywhere, among the oldest and 
best established branches of production. They are little, if 
at all, threatened by anything comparable to the dangers which 
beset the industries of, say, Lancashire or the New England 
States. Before the war, Germany was a buyer of French raw 
materials and yarns, more buyer than seller in silken fabrics, 
more seller than buyer in woollens and cottons and about as 
much buyer as seller in clothing and so on, the whole trade, 
exclusive of raw materials, amounting to no more than a little over 
52 millions of marks of imports from, and a little over 40 
millions of exports into, France. After the war German 
exports, starting with very low figures, displayed a rising 
tendency, which did not, however, carry them up to, or near, 
the pre-war level except in the case of silks. French exports 
into Germany rose by leaps and bounds except in clothing 
and linen, right into the depression, when the tendency turned 
and German products began to reconquer lost ground in a 
falling home market. The diagnosis seems to be, that were 
disturbing factors eliminated, both industries would be able 
to hold their own at about the pre-war level, and that no very 
ainful process of adaptation to this equilibrium need be 
eared. There is, of course, a certain number of antiquated 
and inefficient plants in both countries; but progress in 
—— seems to have been going on at much the same rate 
in both. Competition in foreign markets is a more difficult 
matter. 

Franco-German relations are, of course, fundamentally 
changed in the chemical field. Well-known measures during 
and after the war have annihilated the dominating position 
which Germany had held before in the French market. Even 
the French industry of dye-stuffs was then, with the exception of 
the works of St. Denis, practically in German hands. 
Territorial changes apart, an entirely new situation emerged, 
and the great German trust had to come to terms. e 
agreement arrived at in December, 1927, with the Kuhlmann 
concern was extended to Switzerland in 1929, when the Basle 
group joined. Germany still retains a dwindling export in 
aniline and alizarine dyes, mainly under the arrangements 
about reparations in kind. 

A great chemical industry is growing up in France, 
helped on by cheap capital and army requirements. The 
North African sources of natural phosphates are rapidly 
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becoming the base of a great production asserting itself 
daneale in the world market. Germany herself is a con- 
siderable buyer of some of the products. The energetic 
development of the French potash production has led to an 
agreement with German competitors in December, 1926, 
which, by fixing export quotas, prevented what otherwise would 
probably have resulted in cut-throat competition all over the 
world. We may think as we please about the intrinsic wisdom 
of such measures, but as far as Franco-German relations are 
concerned we may point with satisfaction to the fact that a 
fertile source of economic and political irritation has been 
removed, successfully so far, by both parties meeting in the 
= of monopoly, for it would be in this field, if anywhere, 

t incompatible ambitions could have been expected to arise. 
Nor is there any imminent danger, that the established under- 
standing will be broken to pieces by the increasing capacity 
of French works, due to the rapid progress of the chemistry 
of potash (potassium chloride, bromine). For the depression 
in the international markets of chemical fertilizers, of nitrogen 
and of phosphorous materials, also the opening up of new layers 
of potash in Spain, Russia, Poland and America, will act 
powerfully in the sense of co-operation. So far, Chile is the 
most important sufferer. 

The presence of water power and of raw material (bauxite) 
has always assured to France a prominent position in the 
electro-metallurgical and electro-chemical industries. But few 
things are as characteristic of French progress as the fact that 
capital invested in them amounted in 1930 to ten times as 
much as in the last pre-war year. Germany's relative 
importance as a buyer of bauxite is declining owing to the 
growing importance of the production of other countries, 
notably of Yugoslavia. In aluminium there is a European 

eement, which lessens the scope of Frenchimports. Besides, 

many is trying, in the approved Americo-mercantilist style, 
to develop her own aluminium production by means of a 
protectionist import duty, which, under the circumstances, 
works out as a means of conquering a greater quota within 
the international combine. To the observer, another method 
seems to gest itself, which would at the same time confer 
a benefit on France, valuable as a means of removing difficulties 
in other fields, and on those German industries for which 
that metal is an important raw material. 
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The increase in French consumption of coal from 64 
million tons in 1913 to 87 million in 1930 is not wholly due to 
territorial changes, but also to her industrial evolution. Produc- 
tion never covered it, all governmental efforts notwithstanding. 
In spite of import duties and preferential treatment of French 
coal by the railway tariff, imports were nevertheless nearly 
30 million tons of coal (counting deliveries from the Saar as 
imports) and about 5 million of coke. Germany’s position— 
3°5 million tons of coal and 2-4 million tons of coke in 1913, 
5°1 and 2-gin 1930—has not improved as much as one would 
expect. New competition from Holland, to be soon reinforced 
by the new pits of ee the impregnable position of English 
coal along the coasts and rivers, the great improvements in 
French coal mining, and financial inter-relations between 
French producers and consumers of industrial coal, combine 
in spite of reparations in kind to make prospects somewhat 
less than hopeful. Yet one cannot help wondering whether 
this must necessarily be so. Even mercantilists—certainly 
the great Colbert himself—never stood out for duties (or 
preferential freight charges) on raw materials. Obviously 
they are no one-sided disadvantage inflicted merely on the 
countries which otherwise would furnish to France more coal 
than they do, but they necessarily injure all French industries 
too, not to insist on the importance of cheap coal to the budgets 
of French workmen and peasants. 

Germany’s iron interests are suffering from other causes 
besides the world depression. They lost in importance by 
the war, and have no longer that leading position they used 
to have. Still, directly or indirectly, they export, if we count 
in all articles into which their products enter, well over one-half 
of their total output. Therefore the protectionist wave 
injures them still more than it does other German interests. 
8 prices at home—and the international cartel enables them 
to keep them at a figure considerably above the world market's 

rice plus duty plus freight—do not help them much, as they 

ve to refund again part of what they receive to those of their 
customers who export finished products, such as machinery, 
and who could not export at all if they had to pay the full 
home price for the iron and steel they use. Besides, the iron 
and steel producers stand between fires from two opposing 
camps: high wages, labour troubles and government inter- 
ference on behalf of workmen, drove them to a desperate 
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attempt towards “ rationalization,” mainly carried out in 
1926. In trying to do with as little labour as possible they not 
only contributed to unemployment but they also ran into 
ruinous capital charges. In its present state the industry 
offers a very good, if sad, example of both the fact that technical 
and economical optima do not necessarily coincide, and of 
the absurdity of much that is firmly rooted in the economic 
policy of our day. In spite of its tremendous productive 
capacity, this industry has ever since the stabilization of the 
mark been unable to compete with French or Belgian works 
at prices which cover costs. It had to cling to the international 
agreement, which gave to the French industry a small 
percentage (3-7 per cent) of the sales in the German market 
in addition to allowing the works in the Saar valley to sell two- 
thirds of their output in Germany. It is interesting to note, 
however, that the Franco-German question involved, has 
been settled without great difficulties. 

There is little chance of Germany exporting any con- 
siderable quantity of iron or iron goods to France. Such 
exports form, of course, part of the reparations in kind. But 
they are likely to fall to zero as soon as this help be removed. 
On the contrary, Germany will always be one of the most 
important buyers of French iron ore and also of the products 
of the French iron industry. There has been in France some 
talk of fostering the latter kind of export by curtailing the 
former. But as the German industry relies mainly on supply 
from Sweden and Norway, this would obviously prove of 
doubtful advantage to France and of not much less doubtful 
disadvantage to Germany. Hence it is hardly a serious matter 
if taken as an element of a great whole, unless, indeed, we 
choose to insist on its significance as a symptom of the spirit 
which still prevails. 

In the field of iron goods France has been progressing at 
an imposing rate since the war. If, nevertheless, Germany 
has been able to increase her exports to France, tools and 
agricultural implements, e.g., being exported in 1930 at a 
rate about three times as great in physical quantity as in 1927, 
this is only due to two temporary causes: to reparations as 
proved by the fact that the great increase dates back to the 
moment from which onwards reparations ceased to be paid 
out of credits, and to France’s abnormal demand for industrial 
and agricultural outfit incident to her rate of progress. The 








32 


lead of Germany in machinery and electrical engineering is as 
yet so very marked that she can be expected to hold her own 
for some time to come, but in the long run and on the whole, 
German business with France will in this field display a down- 
ward trend. The motor-car industry is in a class - itself. 
There was a time before the war when Germany might have 
claimed in some respects to be in the van of progress. But 
during the war, and immediately after, this position was entirely 
lost through obsolescence of capital equipment and methods 
of production. And it was probably lost for good, because it 
will never be possible to keep up with the decisive advantages 
incident to a strong home market. Until quite recently the 
German product was distinctly inferior to that of America, 
England, France and Italy. If economic reason prevailed, 
it would be much better for France to take German machinery 
and for Germany to take French cars, instead of both countries 
trying to build up industries in order to produce what they 
have no particular advantage in producing. As it is, German 
engineering will have to be cut down and German car 
production will have to be expanded; vice versa the French 
motor-car industry will have to be stifled and French 
engineering to be nursed up, at unnecessary cost all round, and 
Franco-German business will in the end be negligible in both. 

To sum up this part of our argument: there is much, 
both in the change itself, which has occurred in the relative 
commercial position of France and Germany, and in the way in 
which that change was brought about, which is exasperating 
to the feelings of many. ere is, as our story abundantly 
shows, a danger of France and Germany entrenching themselves 
economically by artificially building up interests which, once 
called into existence, will always go on crying out for further 
protection. But so far politics have been unable to alter 
fundamentally a very promising state of things. Economic 
facts speak too loudly in this matter to be easily silenced. As 
we have seen, real difficulties are few, and some of the most 
important ones are actually settled. If there were no other 
problems in the world than those which are offered by Franco- 
German commercial relations, we should indeed have some 
justification for optimism. An eminent French statesman, 
whose talents it is true are more conspicuous than the number 
of his followers, has recently raised his voice against reparations. 
He added that France would have, in case of their being 
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abolished, to look to it that Germany, freed from those 
fetters, do not prove an irresistible competitor. But it follows 
from our discussion what indeed is obvious to an economist, 
that precisely in this case Germany’s competition would 
cease to be dangerous. She would then absorb herself a 
great part of what she is exporting now, and for the rest she 
would be as strong a buyer as she would be a seller. Those 
difficulties which could be expected to remain, would at once 
be reduced to manageable proportions. 


V 


Some readers will perhaps be inclined to think that the 
most important point is still to come. Even before the war, 
the structures and the situations of the French and the German 
capital markets displayed characteristic differences too well 
known to be insisted upon. It took the crisis of 1907 to carry 
the difference between their respective bank-rates to 4 per cent, 
but it may be roughly said that interest on long-term loans 
has been about one per cent higher in Germany than in 
France ever since 1897, which was much for pre-war times 
and for countries in the relative position of France and Germany. 
After the war, some of the causes of these differences persisted, 
and others were added to them which it would be waste of space 
to go into. In the two relatively normal years, 1928 and 1929, 
the yield of bonds was 8-og per cent and 8-36 per cent in 
Germany and 6-03 per cent and 5-36 per cent in France, 
while the differences in the rates of both money markets 
were then above 3 per cent. It is natural enough for bankers 
and public opinion all over the world to think that here is 
the pivotal point on which the whole problem turns, and from 
which it should be possible not only to remedy immediate 
evils, but also to overcome all other economic, and in the end 
even political, difficulties. Of course, there is some truth in 
this. It is even true that we might plausibly imagine an 
extreme case of French credit being extended to Germany 
to an amount which would immediately stem the tide of 
German exports, alleviate the depression and help the world 
on to some measure of economic revival. Yet I have to say 
but little on this topic, and that little is in the nature of a 
note of warning against exaggerated hopes. 

Many economists would disagree with me. There is, 
especially in England, an accomplished school justly wielding 
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the highest authority which tends to focus attention far too 
much—if I may say so with due respect—on money and 
credit, and to neglect what is below this surface. ere 
are many reasons for this, among them the fact that deeper 
causes are hard to deal with, and perhaps cannot be dealt 
with at all with the speed desired by everyone. As the 
fascination of immediate success, regardless of the consequences 
looming behind, seems irresistible to both politicians and 
business men, I hasten to say that the practical chance of a 
sudden inflow of French capital into Germany is negligible 
in any case, whatever we may think of the desirability of it. 
But I want to urge that these capital movements of the past, 
from which we derive our idea of their beneficial effects, fon 
been of a different kind. They served to develop new countries. 
They created the wealth which repaid them as far as they were 
repaid at all. They were but the technical complement of 
transplantation of economic energy. They were not meant 
merely to soothe the pains of ills without healing them, nor to 
hide impossible situations for a time and to perpetuate them 
thereby. At any rate, they always made things worse in the 
end whenever they did no more than this. They strangled the 
debtor or they spelled loss to the creditor. many is an 
instance in point. She, and with her the world, would be 
much better off, if she had not received credits for industrial 
age from 1926 onwards and not any at all, except the 

awes loan, to finance her public expenditure. She would 
have had a hard time, but the realities of the situation would 
have faced her squarely, and she and the world would have 
overcome them by now. As it was, she is paying dearly for 
the sham prosperity of two years, and for the aversion of 
politicians to tackle real problems. 

Let us glance at the three ways, by which French capital 
may cross the German frontier. French groups may, first, 
take an interest in certain German industries. This is being 
done already, and it is natural to expect that if relations improve, 
this process will go on. Already there is French capital in 
German industries, such as coal, iron, iron goods, glass, textiles, 
electrical engineering, much less, of course, than in Eastern 
and South Eastern Europe. There is no economic justification 
for that part of public opinion in Germany which objects to 
this kind of immigration of French capital as a danger to 
national or labour interests. Inter-industrial understandings may 
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facilitate it, and be facilitated by it. It is to the obvious 
advantage of both countries. And it may partake of the 
character of those productive capital movements alluded to 
above. But it cannot come in a flood. Every case must 
be dealt with on its individual merits. While it may become 
an important factor in the long run, it cannot amount to much 
for the present. 

This flow of capital presupposes political and economic 
good will and, therefore, cannot create, although it may foster 
it. The same applies to the second kind of flow, the flow of 
short-time credit. If there be capitalist co-operation between 
Germany and France in some industries, French banks could 
probably be relied on to furnish them with part of their 
circulating capital. If political and economic confidence be 
established, French balances may stream towards, and be 
acceptable to, the German money market. But even if Germany 
forgot the lesson she is receiving on what foreign short money 
may mean to business and even to national independence, 
or if she were forced, by keeping to her policy of taxing away 
business surpluses, to rely on foreign supply, still many obstacles 
— have to be removed before this supply could come from 

rance. 

The third method of drawing French capital to Germany 
consists in issuing German shares and bonds in the Paris 
market. This one, still more than the other two, presupposes 
the fulfilment of a lengthy list of conditions in order to become 
available. Considerations of a technical nature apart, German 
issues would meet with resistance from the French saver 
which it must necessarily take years to overcome. At present, 
neutrality of the French government would not be sufficient. 
Only recommendation amounting to pressure could probably 
induce the market to absorb any considerable amounts. 
And if mutual understanding between France and German 
were so far advanced as would be implied in the Fren 
government exerting themselves on behalf of German issues 
to the French public, there would probably not be any urgent 
need of them at all. 

It is to other directions that we must look for a solution 
of the Franco-German problem. And what has been said 
perhaps suffices to show that, as far as its economic aspect goes, 
we need not necessarily look for it in vain. 
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A French View 
By Monsieur Frédéric Jenny, Financial Editor of Le Temps 


HERE can be no doubt that Franco-German economic 

relations constitute one of the most important inter- 

national problems of the day. In discussing these 
relations it is, however, not so much economic relations in the 
true sense of the term that people have in mind but financial 
relations, and, more particularly, the difficult question of 
reparations. Here is the central problem which dominates 
everything and constitutes a perpetual stumbling-block when- 
ever the attempt is made to improve the general situation of 
the world by bringing about normal economic relations. 
Everything, in fine, hinges on a settlement of this main 
problem. But as soon as we set about seeking such a settlement 
we are brought face to face with the fact that the problem is 
not confined to Franco-German relations. The reparations 
question is part of a still vaster problem—that of war debts in 
general. 

According to the Young Plan a flow of capital, representin 
at present about £90,000,000 yearly (taking sterling at par 
was to pass from Germany to the creditor nations. Of this 
total France receives ultimately only £20,000,000 gold. The 
= part of the balance flows through channels more or 
ess circuitous to the United States, which receive £50,000,000 
to £60,000,000 gold. 

There are, therefore, two problems—one, Franco-German 
relations ; the other, the relations between the United States 
and Europe. These two problems are so interwoven that it 
is impossible to solve one without the other. Any attempt to 
settle the problem of reparations without simultaneously 
aiming at a settlement of American war loans to Europe would 
be foredoomed to certain failure. This point must be made 
abundantly clear at the beginning of my article. 

The twofold problem of war debts in general and 
reparations in particular is looked on in many countries, 
especially in England, both as one of the essential causes of 
the economic depression of the world and as the principal 
reason militating against a return to normal prosperity. 
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Eminent British economists argue in support of this thesis 
briefly as follows :— 


“ The transfer of the large sums required for the 
settlement of inter-governmental debts has created 
great external balances in favour of the two creditor 
nations, the United States and France. The surplus 
thus created could not be met in goods by the debtor 
countries in view of the high tariff barriers of the 
creditor nations which preclude imports, nor could it 
be met by way of credits, at least during the last few 

ears, since the creditors felt less and less inclined to 
foal abroad as the crisis deepened. Thus debtor 
countries could only settle the claims of creditor 
countries by substantial gold shipments. Hence the 
abnormal accumulation of the yellow metal in the United 
States and in France, resulting in a scarcity of gold in 
other markets. These conditions naturally brought about 
a rise in the value of gold and consequently a depreciation 
of commodity prices. The fundamental cause, and at 
the same time the most marked characteristic, of the 
world crisis is precisely the severe fall in commodity 
prices.” 


We are of opinion that this thesis is at variance with 
the facts. We certainly do not maintain that war debts have 
had no influence on the origin of the crisis. We do not 
contend that they are not one of the numerous factors which 
have aggravated the present depression to unprecedented 
dimensions. Nor do we deny that the fall in prices affected 
the burden of the debts, as fixed by the agreements now in 
force, to such an extent that it has become too heavy for the 
debtor nations. And we recognize that a settlement of inter- 

overnmental debts, acceptable to, and accepted by, all 
interested nations, has become a sine qua non of any return to a 
normal economic situation. But what we utterly deny is that 
reparations are the real source of the ailments from which the 
world is suffering, or that the principal responsibility for our 
troubles should be attributed to them. 

In our opinion, it is first of all a mistake to consider that 
the payment of war debts is the primary cause of the abnormal 
gold shipments which have taken place within recent years. 
It seems obvious, for instance, that the favourable trade balance 
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which the United States had during a prolonged period, has 
contributed to the accumulation of gold in the United States to 
a larger extent than the transfers for reparations. In five 
years—from 1927 to 1931 inclusive—such favourable balances 
reached {£700,000,000, taking the pound sterling at par, 
whereas the United States received during the same period for 
interest and sinking fund purposes, in respect of their war loans, 
only £250,000,000. As regards France, an objective analysis of 
monetary developments proves that during the last few years 
the transfers of capital assumed proportions far in excess of the 
transfers sttributable to the payment of reparations. 

Such transfers, in fact, are insignificant in amount as 
compared to the export of national capital during the crisis of 
the franc, or to its repatriation after the stabilization in France. 
The origin of the accumulation of gold in France must 
undoubtedly be sought in these vast movements of capital, and 
not in Germany’s payments. 

Whilst the franc was falling, capital left France in tens of 
milliards of francs. But this was not in the form of gold, since 
the gold standard had been suspended. It was, therefore, the 
French exchange, in terms of the franc, which depreciated 
owing to this flight of capital. 

e process was different when the same capital came 
back to France. In the first instance French exchange bene- 
fited, the franc rising about 100 per cent in value between 
August and December, 1926; but, at the end of that year, the 
rise in the exchange was arrested and the franc was stabilized 
round about its actual level. The Bank of France purchased 
the foreign exchange thrown on the market in order to prevent 
a further rise in the franc. The return of capital at that time 
did not yet take place in gold; it was in the form of vast 
quantities of foreign exchange (some thirty milliards of francs 
in value in a period of eighteen months) and this was wholly 
available for conversion into gold. 

As from June 25th, 1928, the date of the legal stabilization 
of the franc, the Bank of France confined its purchases to gold. 
Henceforth it was by means of the importation of gold that 
the favourable balances of payments, occasioned by the constant 
repatriation of French capital, had to be met. This repatriation 
increased in velocity in proportion to the accentuation of the 
economic crisis, whether it was that French holders of funds 
placed abroad were apprehensive as to the stability of foreign 
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currencies or banks, or that they deemed it prudent to increase 
their cash reserves to meet any intensification of the financial 
crisis in France. 

To French capital thus returning home was added, 
moreover, foreign capital scared by financial disorder abroad 
and in search of a place of safety. Finally, the Bank of France 
after suffering the severe loss incurred, as is well known, in 
respect of its holdings of sterling upon the suspension of the 
gold standard in Great Britain, was compelled to effect a pro- 
gressive conversion into gold of its large reserves of foreign 
exchange—the legacy of the period of the de facto stabilization 
of the franc, when the Bank, in order to check a rise in the 
franc, was compelled to absorb all the offers of foreign exchange 
in excess of market requirements. 

Here, then, is the reason why the gold holdings of the 
Bank of France increased by 44 milliards of francs between 
June, 1928—the date of the legal stabilization—and February, 
1932. We must add the 17 milliards in foreign exchange, the 
amount remaining from the purchases which the Bank of 
France had to make between December, 1926, and June, 1928. 
We thus have a total of 61 milliards of francs, or nearly 
500 millions sterling at par. 

It is not the 33 milliards of francs, received by France 
from Germany under the Dawes Plan and the Young Plan— 
that is to say, since September, 1924—that could have procured 
for her such a vast quantity of gold and foreign exchange. The 
influx of this quantity can only be explained by the exceptional 
movements of capital mentioned above. In point of fact, the 
great increase in the gold holdings of the Bank of France is 
shown to be the direct consequence firstly of the devaluation of 
the franc to one-fifth of its former value, and secondly of the 

eneral crisis, more especially the monetary and banking crisis. 
This crisis it was which drove French capital from abroad to 
France, together with important funds belonging to foreigners. 
For French currency was regarded with confidence, the more 
so because the franc, having suffered an amputation of four- 
fifths of its value, appeared to offer a solid safeguard against 
eventualities. 

A second error is made in designating the accumulation 
of gold in the United States and France as the. operative cause 
of the general fall in commodity prices and of the economic 
paralysis from which all nations are at present suffering. 
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We have, in fact, just indicated how it was that the un- 
easiness engendered by the crisis brought about an irresistible 
flow of capital—and ey of gold—towards France, 
regarded as a safe place of refug Te the extent to which 
the influx of gold into France os in this way it mani- 
festly was a consequence, as distinct from a cause, of the 
crisis. For it is clear that if the position abroad had been 
normal French capital invested outside France would not 
have been brought home, nor indeed would foreign monies 
have sought a refuge in the French market, where the abundance 
of liquid assets hardly offered a prospect of short-term 
investment under profitable conditions. 

In so far as the fall in prices is concerned, let us beware of 
forgetting that this is not merely a monetary phenomenon. 
It is also—and mainly—an economic one. It is a phenomenon 
to be ascribed to an unprecedented over-production, both 
industrial and agricultural, or, to be more precise, to an 
irrational development of production, regardless alike of the 
real needs of consumers and of their purchasing powers. 

In arguing about the crisis it should, moreover, be borne 
in mind that, from 1914 to 1918, there was a war, a war without 
a precedent, a war during which enormous quantities of products 
were manufactured solely for the purpose of destruction. It 
must likewise be remembered that the reparation of the damage 
caused by this universal cataclysm, and the reconstitution of 
the stocks which had been exhausted, opened to industry fresh 
post-war outlets which took the place of those sources of 
employment provided during the period of hostilities by 
military and other requirements. The whole of this production 
was uncalled for by any normal economic requirement; it 
related to exceptional outlets destined to dry up a few years 
after the conclusion of peace. This transitional feature of their 
activity was not appreciated betimes by most producers ; they 
were bemused by the illusion of enduring prosperity. 

Finance, we must frankly confess, did absolutely nothing 
to dissipate this illusion, On the contrary, by a systematic 
expansion of credit facilities, it actually incited industry and 
even agriculture to produce more and more abundantly, con- 
stantly to improve equipment, to take advantage of e vast 
improvements carried out in machinery since 1914, and to 
flood the world with commodities. Even when the material 
losses occasioned by the war had been nearly made good, 
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inflation of credit still fostered ill-omened illusions. The 
policy of unrestricted credit which characterized the period 
1925-1929 impeded producers from regaining the true standard 
of natural consumption, to which the war and its consequences 
had blinded them. That policy of unrestricted credit actually 
prevented them from recalling that production, in order to be 
profitable, must be useful, that is to say, must respond to the 
needs of consumers. 

Men accordingly produced—and organized themselves to 
produce—commodities regardless of their nature and regardless 
of their quantity. Possibly there was not over-production in 
every direction, but incontestably production was misdirected. 
No effort was made either to adapt what was turned out to the 
normal requirements of peace or to create new wants. The 
consumer himself was deceived as to the extent of his purchasing 
capacity—particularly in the United States—by a baneful 
development of consumers’ credits, a development which 
heavily mortgaged the future in favour of a merely ephemeral 
present. Abuses of credit are, in my judgment, principally 
responsible, if not for the crisis itself which in any case would 
have arisen, at least for the gravity of the crisis, for its extent 
and its duration. 

The day had to come when, inexorably, all this artificial 
system must crack. This day came at the last stage when the 
products, after countless transformations, reached the ultimate 
consumer whose purchasing powers had been abruptly cur- 
tailed. Then it was that stocks accumulated at every stage 
of production ; industry ceased to provision itself; paralysis 
gripped the whole economic fabric. 

Here is the origin of the fall in prices. That origin does 
not lie in the movements of gold. ese movements, like the 
fall itself, are symptoms of the crisis. They are not its cause. 

We have wandered far from reparations and war-debts. 
Let us now try to see, in so far as world economy is concerned, 
what has been the real importance of these two factors in the 
past and what will be their importance in the future evolution 
of the crisis. 

Clearly agreements which have hitherto been made, 
whether for the settlement of reparations or for that of inter- 
allied debts, were concluded under the same illusions which 
led astray producers. The state of inflation and high prices 
gave rise to the belief that the settlement of political debts on 
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the lines prescribed would not encounter insuperable material 
difficulties. 

This was an error which no rational being would refuse to 
recognize at the present day. In point of fact, inter-govern- 
mental payments hardly weighed on the economic situation 
in the period of inflation. But their burden increased in 

roportion as deflation began to work and prices to fall. It 
came intolerable at the beginning of last summer, after the 
banking crash in Germany and Austria had killed credit in the 
international market. us it was only during the acute 
phase whereon the crisis entered in 1931 that war-debts became 
an important factor in the perplexities of the world. 

To this thesis many people raise the objection that 
reparations and war-debts are at the basis if not of the world 
crisis at least of the German collapse of last July; that this 
collapse was, in turn, the operative cause of the fall in sterling, 
and consequently of the world crisis in credit which last year 
was grafted on to the economic crisis and gave to the existing 
troubles their character of exceptional gravity. But this line 
of argument is not wholly in conformity with the actual facts. 
The recent troubles in Germany arose, like so many disappoint- 
ments experienced elsewhere, from the abuses of credit of 
which we have already spoken. Foreign countries lent to 
Germany enormous funds on short terms ; banks, industries, 
municipalities immobilized these funds. In such circum- 
stances it was inevitable that a formidable crash should occur 
so soon as the confidence of the foreign lenders became shaken 
and they desired to withdraw their funds. But it was not 
the payment of reparations which shook their confidence : 
many political incidents, such as the electoral successes of the 
National Socialists, alarmed some people ; the collapse of the 
Austrian Credit Anstalt—the prelude to the German banking 
disaster—destroyed the confidence of others. 

Now as to the gold losses of the Reichsbank, can they be 
attributed to reparations? The first Basle report informs us 
that between 1924 and 1930 Germany was able to borrow a net 
amount exceeding 18 mulliards of marks abroad, whereas in 
the same period » 3 only paid some 10 milliards of marks for 


reparations. Likewise, despite her reparation payments, she 
had been in a position to increase her gold and foreign currency 
reserves during the same period by more than 2 milliards of 
marks. At the periods when Germany was regularly meeting 





43 


her engagements there was no flight of gold abroad; it was, 
on the contrary, when she threatened to stop paying and this 
attitude 7 rise to apprehensions of political complications that 
runs took place on her cash resources. Such, for example, was 
the case in the spring of 1929, when Dr. Schacht threatened 
to break off negotiations with the Young Committee. 

What may be said is that reparations added to the force of 
the suction-pump which the German market became for foreign 
capital in the period from 1925-30, and that in this way they 
increased the extent of the German economic collapse of 1931 
and the resultant losses. It is, moreover, by no means certain 
that, even if no important payments had been made in respect 
of reparations, German institutions and municipalities would 
not have borrowed very considerable sums. It must not be 
overlooked that the high figures of these loans, which very 
greatly exceeded the sums paid as reparations to creditor 
governments, were caused primarily (1) by the complete deprecia- 
tion in Germany of the old mark which, destroying accumulated 
savings, entailed an extreme scarcity of domestic capital, and 
(2) by an abundance of capital in the lending countries resulting 
from the policy of credit expansion which was a feature of that 
period. ere is nothing to prove that the absence of capital 
in Germany and the plethora of available funds outside 
Germany would not in any case have ended in disaster. The 
flow of capital to Germany is in large measure explained by 
the fact that in other countries liquid funds were too abundant 
to find normal remunerative employment elsewhere. Had it 
been otherwise it is doubtful if they would have been attracted 
in such quantities by the high rates of interest offered by the 
German market—rates indeed which were a sure index of the 
abnormal risk. Here, once again, we find inflation of credit to 
have been one of the principal factors responsible for the 

Be this as it may, whilst the Dawes and Young plans were 
in process of being carried out, Germany had a general un- 
favourable balance, of which the deficit had to be made good 
by external borrowing. Moreover, this unfavourable balance 
was not occasioned solely by reparations, but by other 
factors not less important, such, for example, as the exodus of 
capital of German ownership which often assumed large 
dimensions, notably at epochs of acute crisis. It may none 
the less be conceded that the payment of the annuities to 
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creditor nations would have been more difficult without the 
continuous intervention of foreign credits. It is normal that 
debts owing to foreign creditors should be settled by means of 
loans when the export of goods and services are inadequate : 
then it is that finance lends its aid to trade. But it manifestly 
is not normal that such a procedure should tend to become 
permanent : sooner or later credits have to be repaid and, in 
the meantime, interest becomes a fresh charge against the 
adverse balance. 

Thus we arrive at the contention according to which 
Germany is said to have been placed in an impossible position 
to pay her political debts because other countries have 
prevented her goods from entering their respective markets. 

The argument is not devoid of force if applied to the 
commercial relations between the United States and Europe 
or, to be precise, to the relations between the United States 
and Germany, because as a matter of fact Germany pays for 
all that the United States receive. We have already seen that 
from 1927 to 1931 the purchases of the United States from 
foreign countries were £700,000,000 less in value than that of 
their sales of commodities to foreign countries during the 
same period; and this state of affairs prevailed whilst the 
United States were in addition receiving the enormous sums, 
which are well-known, for interest and sinking funds in 
respect of their foreign loans. Sooner or later such a policy 
must land a creditor country in the absolutely impossible 
position of being unable to obtain repayments. But—and now 
we are going to contemplate one of the interesting aspects of 
Franco-German economic relations—French policy was poles 
asunder from this. 

First of all, it is not correct to say that Germany could not 
sell her products. Automatically, her visible trade balance 
improved from the moment when the supplies of credit began 
to dry up. The balance was adverse up to 1929; in 1930 
there was a surplus of exports amounting to Mk.1,800,000,000, 
and in 1931 to Mk.2,674,000,000 exclusive of deliveries in kind 
by way of reparations. To this it will be retorted that such a 
result was obtained not by a development of exports but by a 
considerable contraction of imports. Nevertheless, it is a fact 
that the volume of goods exported was maintained at an almost 
constant level during the past three years, despite the steadily 
falling capacity of foreign markets to absorb the goods. The 
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movement of goods had accordingly adapted itself, so far as 
possible, to the requirements of general conditions. There 
is nothing to prove that such an adjustment would not have 
taken place earlier, under the pressure of circumstances, if the 
influx of credits into Germany had been smaller. 

France, in any case, placed no sort of obstacle in the way 
of this natural process. Her foreign trade balance, which had 
shown a slight surplus in 1927, had become adverse from 
1928, the year when the franc was legally stabilized. Ever 
since then the deficit has uninterruptedly increased; from 
2,060 million francs in 1928 it increased to 8,082 in 1929, to 
9,675 in 1930, and to 11,778 in 1931. Ever since 1929 it 
largely surpassed the amount retained by France in respect of 
reparation payments. For her also there was accordingly an 
automatic adjustment of the visible balance to the general 

osition, and in proportion as the latter became favourable the 
ormer became adverse. Furthermore, contrary to an opinion 
which is fairly prevalent, France in no manner closed her 
market to German products. The treaty of commerce which 
she concluded with the Reich in 1927 allowed these products 
in large quantities to enter France. From a value of 4,959 
million francs in 1928, French imports of German origin 
reached 6,613 millions in 1929, and 7,906 millions in 1930. 
In 1931, despite the great fall in prices, they were maintained 
at a value of 6,133 millions, therefore at a level greatly above 
that of 1928. But at the same time French sales in Germany 
progressively fell from 5,68: million francs in 1928, to 
2,748 millions in 1931. e balance of Franco-German trade, 
which in 1928 still showed a surplus of 722 million francs in 
favour of France, in 1929, 1930 and 1931 showed surpluses 
which were respectively, 1,869 millions, 3,682 millions, and 
3,384 millions in favour of Germany. 

In fact, France has thus enabled Germany to a very large 
extent to pay the French share of reparations by means of the 
export of German products. If every nation, and above all 
the United States, had acted likewise the whole problem of war- 
debts would have been remarkably simplified. To prefer to 
close one’s frontiers against foreign goods rather than receive 
payments from debtor countries is an attitude which, in an 
extreme case, can be imagined. To exact those payments and 
yet bar the frontiers is an anti-economic policy of the most 
extreme form, which cannot possibly be indefinitely maintained. 
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The development of the interchange of commodities in 
recent years between France and Germany, as indicated by 
the aggregate results—a development whereof we have just 
retraced the outstanding features—shows on the other hand 
that no hostility has marked commercial relations between the 
two countries, at least since 1927. France, in any case, has 
assured to Germany definitely favourable treatment under the 
treaty of commerce already mentioned. Specific agreements 
reached between French and German industrial groups, notably 
in the metallurgical and electrical concerns, have completed this 
treaty and brought about closer economic ties. Certainly 
France, like most other countries—notably Great Britain—has 
had to take certain protective measures in view of the crisis ; 
but the restrictions which it was necessary to impose on the 
importation of certain German goods were regulated by means 
of agreements concluded between the French and German 
industries interested, so that in the result commercial relations 
were not seriously disturbed. Finally, the Franco-German 
commission, established last summer after M. Laval’s visit to 
Berlin, is endeavouring to foster fruitful economic co-operation 
between the two countries and has already met with a certain 
amount of success in this direction. 

So far as the economic sphere pure and simple is con- 
cerned, the establishment of normal Franco-German relations 
is not, therefore, up against insuperable difficulties. Along this 
road great progress has actually been made in the last few years. 
We always come across the grave obstacles (apart from politics 
in general of which recent developments in Germany have too 
often complicated matters) in the reparations problem, the 
central problem to which we are thus brought back. 


To-day this problem presents this twofold aspect: Firstly, 
almost everybody admits that the total annuities imposed upon 
Germany by the Young Plan are too heavy in view of the fall 
in prices which has supervened since that plan was elaborated. 
Secondly, the uncertainty which prevails concerning the future 
settlement of reparations creates a psychological factor which 
militates against a return to a normal situation. The day 
when a satisfactory settlement is reached, confidence will revive. 
The subject of disputes that are particularly irritating, a factor 
which, in recent years, has weighed heavily not only on Franco- 
German relations but on international economic relations in 
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general, will have vanished. Once confidence has been restored 
a rational circulation and distribution of capital will again be 
possible and credit will be progressively restored. e im- 
portance of this problem in regard to the development of the 
situation in the whole world in the near future could, then, 
hardly be exaggerated. 

What are to-day, on this subject, the respective positions 
of France and Germany ? 

That of Germany is simple. The Chancellor, Dr. Briining, 
has declared repeatedly that Germany could not now pay 
reparations, nor could she do so in future unless a complete 
change occurred in the economic situation of the world. Such 
a declaration has, rightly or wrongly, been interpreted as a 
definite refusal to make any further payments by way of 
reparations. Whether or not this categorical meaning was 
intended, on one point we may be certain : Germany is hostile 
to the resumption of any reparations whatsoever, even if they 
were sharply reduced in amount. 

The standpoint of France is different. Abroad her 
attitude is often represented as uncompromising. But this 
interpretation is based upon a misconception. To realize that 
this is so it will suffice to refer to these passages of the Ministerial 
Declaration read to the Chamber of Deputies by M. Tardieu, the 
Head of the new French Government, on the 23rd February :— 


“‘ In so far as reparations are concerned, the French 
thesis does not call for detailed comment. It may be 
summarized by the conception of sanctity of contract, 
which permits of bilateral modifications, but precludes 
the repudiation of signatures. . . 


“ The peoples, to whom we were opposed by the 
war forced upon us, know that, so far as we are con- 
cerned, they can rely upon an attitude both loyal and 
generous, which, with the exercise of the necessary 
reciprocity, does allow of reconciliations of interests 
and ideas.” 


The first point is that the French Government are ready 
to contemplate “‘ modifications by bilateral negotiation,’’ modi- 
fications which clearly will be construed by an alleviation of the 
burden which presses upon Germany. The second point is that 
they emphatically reject a one-sided repudiation of engage- 
ments solemnly entered into by the debtor country. It was a 
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source of particular gratification in France to note that, upon 
the latter point, the French thesis is at one with the declarations 
made, some weeks ago, by Mr. Neville Chamberlain, 
Chancellor of the Exchequer, who likewise rejected the 
consummation of a one-sided violation of agreements in force. 

A contract has been entered into. This contract can—and 
must—be modified ; but it can only be so with the free consent 
of the several parties concerned. We have said that the pre- 
vailing uncertainty respecting the future of inter-governmental 
debts constitutes an element of mistrust in the business world, 
So far from restoring confidence, the repudiation of a signature 
freely given would assuredly aggravate yet more this mistrust. 
From such a repudiation affairs in general could thus expect 
nothing favourable, but rather the reverse. 

So much being said, what solutions may be conceived ? 
There is in the first place the idea of a complete wiping of 
the slate, the cancellation pure and simple of reparations and 
war-debts in general apart from those which have been 
commercialized. Evidently, Germany can only hope for this 
cancellation. The predilections of Great Britain tend to a 
similar radical settlement. But France does not consent to it. 

She rejects it because she deems her right to reparation 
for war damages to be, so to speak, sacred. This idea is too 
deeply embedded in French public opinion for the Parliament 
and the Government to disregard it. The feeling of France is 
explained by the fact that the war of 1914-1918 was carried on 
principally upon her own territory, whereof one of the most 
flourishing portions was devastated. The authors of the 
Young Plan appreciated this peculiar position by allocating to 
France the greater part of the “ net balance ” which remained 
available for the payment of reparations properly so-called, 
after all sums earmarked for the settlement of inter-allied 
debts had been charged against the German annuities. 

Germany, it is true, affirms to-day that she has already 
repaid—and more than repaid—-the expenses incurred by 
France for the restoration of the devastated areas. But, in our 
judgment, this claim does not deserve serious discussion. 
When the Government of the Empire includes amongst its 
“ reparation payments” the value of the German war fleet, 
which its own crews destroyed, and when, over and above this, 
it includes the labour of German prisoners of war, the fanciful 
character of such estimates stands out too markedly for the 
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need of emphasis on our part. Besides, when the expenditure 
incurred by France to make good the war damage inflicted upon 
her property is put at about 100 milliards of francs, people 
forget first of all that such expenditure could only be under- 
taken by virtue of borrowing, which involved the French 
Government in interest charges aggregating 45 milliards of 
francs over and above the capital outlay. Then they lose sight 
of the fact that the amounts thus borrowed were largely raised 
at times when the intrinsic value of the franc was far higher 
than now. By denying the force of this latter argument one 
would reach the logical conclusion that, if the old franc had, 
like the old mark, become worthless, France in consequence 
would have lost all right to any reparations whatsoever, which 
is, of course, absurd. Furthermore, it must be borne in mind 
that the depreciation of the franc—which brought losses and ruin 
to the great body of the saving classes in France—was markedly 
accentuated by the increase in the public debt entailed by the 
loans raised for the restoration of the devastated areas. If 
France had not been compelled to advance these vast sums to 
Germany, her debtor, assuredly it would have been possible to 
subject the franc to a less drastic amputation than four-fifths 
. its value, such as was confirmed by the monetary law 
of 1928. 

Moreover, such is not now the point of discussion. The 
German claim could, strictly speaking, have been debated when 
the Young Plan was drawn up, at the time when the experts 
fixed the so-called final settlement of reparations. But, at that 
time, nobody threw doubt upon the obligations of Germany ; 
the German delegates themselves placed the discussion upon a 
wholly different plane, that of the practicability of carrying out 
the undertakings to be entered upon. It is too late now to 
change the system. 

Great Britain, in advocating the complete wiping out of 
reparations, no doubt assumes another standpoint. She calcu- 
lates that the cancellation of reparations would involve for the 
United States the moral obligation to cancel political debts. 
Thus the world would be freed from a burden which English 
opinion regards as anti-economic and, therefore, unproductive 
of good and harmful. Such an emancipation, according to 
English opinion, would be the determining factor in the 
restoration of real confidence, without which there can be no 
hope of a return to a period at once normal and prosperous. 
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In our belief this conception is not entirely free from an 
element of illusion, apart altogether from the eventual attitude 
of America. Without mentioning the additional burden which 
it would impose upon France, such a cancellation would be 
felt by her as a profound injustice. But confidence cannot be 
born of injustice any more than it can be begotten by the 
unilateral breaking of agreements in force. 

Furthermore, would it be fair that the ultimate settlement 
to be adopted should really benefit but one country, Germany ; 
that all nations concerned should consent to more or less heavy 
sacrifices with the solitary exception of Germany? Would it be 
expedient to free Germany from all her external indebtedness 
seeing that her internal indebtedness has already been reduced 
to a trifling amount as the result of her complete monetary 
collapse in 1923? Would it be a normal procedure that the 
creditor nations should thus consent to place Germany in a 
privileged position in the sharp economic strife of to-morrow 
such as would enable her rapidly to capture the markets of 
the world? This last point is one which, even in England, 
has engaged the attention of distinguished economists, though 
it is but indirectly connected with the problem of reparations ; 
nevertheless, it is of that complexion which no creditor can 
afford to neglect when he is contemplating the alleviation of the 
commitments entered into by his debtor. 

France, in a sentence, wishes a settlement which should at 
least comprise a minimum of justice and equity. She does not 
wish to renounce the whole of her reparations. Nor does she 
seek the impossible. She is ready to reconcile her legitimate 
claims with international economic necessities. 


What can this settlement, at once just and rational, be ? 
It is not our function, nor has the time come, to indicate here a 
detailed plan. We shall accordingly limit ourselves to laying 
down the general principles upon which, in our judgment, such 
a settlement can and should rest. 

The Young annuity—as, indeed, the annuities due by the 
Governments of the ex-Allies to America—was fixed, as we 
have said, at a period of monetary hallucinations, when optimism 
born of inflation still reigned; at an epoch when nobody 
questioned the practicability of transferring from one country 
to another virtually unlimited sums. So it was that figures 
were fixed which now appear too high. If they are modified 
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to-day, when we are in a state of mind engendered by an 
unprecedented crisis, we shall run the risk a falling into an 
error at the opposite extreme. Not long ago men considered 
possible that which, at a normal time, is utterly impossible ; 
now, they are disposed to regard as impossible what will be 
perfectly possible when the exceptional depression is over 
from which world economy is now suffering. This point did 
not escape the members of the Consultative Committee of Basle. 

From all this one can clearly conclude that the present 
would be a time ill-chosen to reach a final settlement. If 
none the less the Governments concerned, inspired with the 
anxiety to put a term to the uncertainty which produces 
mistrust, wish to reach an enduring settlement at the Conference 
of Lausanne, they will be logically led to base this settlement 
not upon the prevailing state of affairs but upon which is 
reasonably possible in normal times. Their task will thereby 
be rendered more complicated. This does not imply that it is 
impossible. 

The problem of Europe-America is inexorably bound 
to come up. It is beyond doubt that neither public opinion, 
nor Parliament, nor the French Government will ever admit 
that any sum should be paid by France in respect of inter-allied 
debts unless it has been derived from payments made by 
Germany. When, in July, 1929, Parliament approved the 
Mellon-Béranger and Caillaux-Churchill agreements signed in 
1926, it voted a reservation which no doubt was unilateral 
in character but where this idea is on that account not 
less clearly expressed. It is stated there in express terms that 
“ the obligations imposed upon the country by virtue of the said 
agreements must be wholly covered by the amounts which 
Germany will have to pay to France, apart from the reparation 

ayments.”’ Upon this point public opinion is as resolute as 
it was three years ago. Any reduction granted to Germany 
must be offset by a corresponding diminution in the war-debts 
of France. Doubtless, moreover, neither Great Britain nor 
Italy would agree to pay to America annuities which were not 
wholly covered by the payments of their own debtors. The 
revision of inter-allied debts will then be inevitable, little 
matter whether it takes place at the same time as that 
of reparations or immediately after. And in this respect 
the attitude of America remains for the moment the great point 
of interrogation. 








In regard to reparations properly so-called, French 
cpinion has progressed. It rejects, for reasons which we have 
specified, cancellation pure and simple, as advocated here and 
there by certain newspapers. It rejects it dispassionately after 
having weighed the pros and cons with care. But the eventu- 
ality of a reduction of the “‘ net balance ”’ allocated to France is 
beginning to be contemplated with less hostility. Suggestions 
implying such a reduction have been voiced in the public press, 
and the public has received them without being startled. In 
view of this the possibility of an agreement should not be 
ruled out. 

It may, for instance, be contemplated that, if the debtor 
country gave proof of goodwill, France would not refuse to 
support a settlement based upon the maintenance, after a total 
suspension of transfers sufficiently long to cover the period of 
crisis, of the unconditional annuity alone, amounting to 660 
millions of marks, which in normal times Germany could 
indisputably afford. It may further be contemplated that, in 
this case, France would agree to a fresh distribution of this 
reduced annuity, a distribution which would involve a sacrifice 
of reparations properly so-called on her part, and permit of the 
offer of some compensation to the United States. 

A solution of this nature does not seem to us @ priori 
impossible, provided always that new and unqualified guarantees 
endow this settlement with the really final character which 
the Young Plan ought to have possessed. In a word, it is 
indispensable that French opinion should be convinced that 
it is not again a question of an engagement whereof, after a 
few years, a revision would once more be demanded. To this 
legitimate preoccupation is due an idea recently formulated on 
the French side, according to which Germany might hand over 
to her creditors railway bonds of a yield sufficient to assure 

ayment of the unconditional annuity of 660 million marks. 
e Reichsbahn could easily bear the burden of such bonds, 
for its financial burdens—the Committee of Experts of Basle 
has laid it down—are much lighter at present than those of the 
other European railway systems. Even the problem of the 
tivate “ frozen” credits in Germany is capable of being 
acilitated by such a complete mobilization of the future 
surplus remaining from reparation debts. But, we say so 
once more, it does not devolve upon us to trace here a 
detailed plan. 
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Let us sum up. The question of war-debts requires a 
settlement which should be as just and as rational as possible. 
Such is the absolute condition of securing the result which is 
sought before everything—the rebirth of confidence. 

All the interested parties must make an effort of goodwill. 
This duty, France will not seek to escape. 

We believe that the suggestions which we have adumbrated 
in broad lines can furnish the framework of an adjustment 
acceptable to all parties. Other proposals may lead to 
equally satisfactory results provided that the two fundamental 
necessities : justice and possibility—the one moral, the other 
material—are reconciled to the full extent they can be. 

If it be desired that Franco-German economic relations 
should reach an enduring improvement, and that the economic 
situation of the world should benefit thereby, it is essential 
that the settlement of the reparations problem should not 
become, in the minds of the French, a subject of embitterment 
or of justifiable rancour. Nor must political agitations in 
Germany, when once the question of debts has been settled, 
be allowed to give birth to fresh subjects of trouble and discord, 
so that the sacrifices agreed upon have been made in vain. 
For the future of Franco-German relations, to which the world 
rightly attributes so great importance, does not depend solely 
upon France. It depends also—and above all—upon Germany. 








34 


Past, Present and Future 





By Sir Arthur Salter, K.C.B. 


relations of France and Germany are at the heart of 
both the world’s political problem and its economic and 
financial difficulties. Lord Cecil stated, with general 
agreement, at the last Assembly of the League, that a real 
détente between these two countries would remove three- 
quarters of the political tension in Europe. Their economic 
relations are of almost equal importance to the world. More- 
over, progress in either sphere would obviously react at once 
with good effect upon the other. The representative French 
and German views expressed in the preceding articles as to the 
opportunities and the difficulties of the present situation have 
> to a special interest for any country vitally interested, 
like our own, in the world’s recovery from the depression. 

I shall first comment upon what seem to me the salient 
points in the two articles and then add a few further remarks 
of my own on the general position. 

The first striking fact, known to those who have followed 
the negotiations between industrialists during the last few 
years, but not generally recognized, is that, beneath all the 
political tension of the last few years, there has been a strong and 
increasing undercurrent of economic rapprochement between 
France and Germany. Political relations have not improved 
in the last few years. The gradual amelioration that followed 
the Dawes reparation settlement of 1924, and was expressed 
and for the time consolidated in the Locarno agreements of 
1925, was not maintained. After Stresemann’s death, in par- 
ticular, the tension increased ; and after the “* Hitler Election ” 
and the Anschluss proposal it became so serious in the early 
part of 1931 that it was a substantial factor in precipitating 
the financial crisis of the summer. And yet, during all this 
time, economic relations were becoming closer and even more 
cordial. The Franco-German Commercial Treaty of 1927 
was a kind of economic Locarno ; and it had a better fate, for 
it was followed by no similar reaction. The trade between 
the two countries increased and, as the statistics given both by 
Professor Schumpeter and Monsieur Jenny show, the creditor 
country France (in notable contrast with the war-debt creditor 
America) bought the debtor’s goods to an extent which sub- 
stantially helped the balance of payments. 
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Moreover, through all this period one industrial agreement 
after another was being concluded, and this movement con- 
tinued unabated even during the politically anxious period of 
the early months of 1931. The fact is, as Professor Schumpeter 
has pointed out, that the two countries are essentially comple- 
mentary rather than competitive; and there are hardly two 
countries in the world whose economic exchanges are such as 
to make a large measure of reciprocal free trade so beneficial 
and even (if political difficulties arising from non-economic 
causes could be removed) so politically practicable. 

In more favourable circumstances these economic develop- 
ments might not only bring prosperity to both countries but 
construct a solid foundation of common interest which would 
greatly facilitate the task of improving their political relations 
also. But Professor Schumpeter is certainly right in saying that 
when political tension is so serious as it is at present no prac- 
ticable economic rapprochement alone can cure it. On the 
contrary, this rapprochement is bound itself to be arrested 
unless political relations improve. Industrialists may for a 
time pursue their technical negotiations, without regard to 
political difficulties. But finance is more sensitive to political 
events. It cannot function normally when confidence has 
gone; and when it ceases so to function, every economic 
enterprise in time feels the effects. 

It is not surprising, therefore, that both the previous 
articles devote much of their space to the question of reparation, 
which has reflected, and partly caused, the political difficulties 
of France and Germany and has been a substantial factor in 
the financial position (both public and private) of both countries. 
Reparation itself, however, needs to be seen in its relation to 
the general world depression, and its importance depends on 
its effect on that depression. Before, therefore, examining the 
rival views, some general comment (necessarily both brief and 
individual) on the general world position will be convenient, 
even though it may involve some overlapping with the 
description given by Sir William Dampier. 


II 


The world economic depression which began in the latter 
part of 1929 is, in my view, best regarded as a downward move- 
ment of the trade cycle (such as our economic system has been 
liable to suffer periodically ever since the Industrial Revolution) 
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aggravated by a number of special factors, some independent 
of the war, others resulting from it. The large scale and more 
elaborate character of business organization, of Employers’ 
Federations, of Trade Unions ; and the development of cartels, 
semi-monopolies, price-fixing understandings ; have made the 
whole economic system of the world more rigid and less quickly 
adaptable to changing conditions. At the same time, the 
many disequilibria left by the war, the unbalanced extension of 
productive capacity for the special needs of belligerent armies, 
and the more fickle character of modern economic demand, all 
make rapid adaptation more necessary than ever. Then the 
—_—— boom in 1928 and 1929 was increased in scale by 

e development of financial facilities which enabled the 
American public, for the first time in history, to speculate on 
margins and on borrowed money by tens of millions, the result 
being that when the crash came its effects were much wider and 
deeper than they would otherwise have been. Moreover, in 
addition to all these causes of a peculiarly deep industrial 
depression, agriculture was hit by a further cause independent 
in origin and, by a coincidence, coming into full operation at 
the same time. The mechanization of grain production in the 
great exporting countries has had results similar to industrial 
mechanization, but two facts have increased its tendency to make 
— outrun demand. Demand for grain is not expansive 
ike demand for industrial products. A man will indefinitely, 
though not in a regular progression, develop new desires for 
cycles, automobiles, radios, etc. But his stomach is not elastic. 
He consumes no more bread (except in countries on the verge of 
starvation) as his prosperity grows. Indeed, he consumes less, 
as the constantly diminishing per capita consumption of 
America shows. Simultaneously an important item in demand 
had been eliminated by the substitution of petrol-driven 
engines for grain-fed horses as the main motive power for the 
world’s transport. 

Largely by a coincidence, therefore, an agricultural de- 
pression supervened upon an industrial depression, due to the 
causes briefly recited above. Meantime a series of forces 
making for disaster had been accumulating as a result of the 
interaction between the balance of trade, the balance of pay- 
ments, commercial policy, the working of the gold standard, 
and the flow of capital from creditor to debtor countries. It is 
in this sphere that the reparation problem takes its place. 
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In spite of the various economic disequilibria recited above, 
the world made an astonishingly rapid recovery after the war. 
Already by 1925 production had increased more rapidly than 
population and the average standard of living was higher than 
in 1913. Four years later, in 1929, this was true even of 
belligerent Europe. This progress was made possible by the 
fact of abundant and freely-moving capital. So far as this 
capital financed the development of remunerative enterprises, or 
gave a respite during which necessary adaptations could be made 
without disaster, it did nothing but good. Unhappily, how- 
ever, it equally served to postpone adaptations which would 
otherwise soon have been obligatory, and prolonged instead of 
removing economic disequilibria. I entirely agree with 
Professor Schumpeter in his opinion as to the injurious effects 
of borrowing in these circumstances. So long as an un- 
remunerative enterprise or a debtor country can borrow new 
money, it may go on without visible disaster, and often with 
apparent success, while laying up inevitable trouble for the 
future. And this happened upon a very large scale under 
conditions we must briefly summarize. 

The great pre-war creditor country, Great Britain, had 
been a regular lender (nearly always re-lending abroad the 
amount of its return from past investments which roughly 
constituted its surplus on international account) and a free 
importer, readily taking what the world owed it, without tariff 
impediments, in the form of goods. The great post-war 
creditor, America, had no such traditions and a llowed a very 
different practice. She had always been a debtor country till 
the war, borrowing more capital than she lent. She suddenly 
found herself a great creditor country in respect of war debts 
and, in addition, one of the principal exporters of the world. 
Her commercial policy, however, was not such as to help the 
world to pay its debts in goods. On the contrary, her tariff 
was among the highest in the world. She had, in consequence, 
a surplus on current account in addition to claims from the past. 
This wide and increasing gap in the balance of payments could 
only be bridged by new lending or the import of gold. For a 
time the gap was mainly bridged by new lending. But the 
lending was often imprudent (and so laid up trouble for the 
future) ; and it was precarious, liable to stop when the investor 
lost confidence. And whenever the new lending from creditor 
countries was, for these or other reasons, less than the gap in 
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the balance of payments, the debtors necessarily had to send 
gold, since that is the only remaining method of meeting 
obligations when neither an export surplus nor the proceeds 
of new borrowing are available. The gold which thus flowed 
into America (and, for somewhat different reasons, as Monsieur 
Jenny has shown, into France) was for the most part “steri- 
lized"; that is, while it did not cease to serve as money (or 
rovide, when used as reserves in a National Bank, the cover 
or notes which serve as money) to the extent of its own value, 
it lost its normal “ reproductive ” quality. For, in the countries 
from which it came it had served as the basis of a super- 
structure of credit and money much larger than itself. In 
America and France, owing to statutory requirements or 
customary methods and policy, it was (with little exception) not 
so used, The available money in the world, therefore, became 
less as a result of this process, and this change exercised a 
deflationary influence upon prices. Everything that contributed 
to the positive balance of the two gold-surplus countries— 
such as reparation and war debts, the stimulus to exports 
which resulted from the low parity in relation to price-level at 
which the franc was stabilized, the high tariffs which impeded 
the settlement of debtors’ obligations in goods—all increased 
this tendency; as did the return of French capital after the 
stabilization, as described by Monsieur Jenny. This factor 
was in operation throughout the steady fall of world prices 
from 1925 to 1929, and the violent fall since then. Even so, 
I do not think that the reduction of gold (or the relative scarcity 
of effective gold) due to its mal-distribution and sterilization, 
was the initiating cause of the fall of prices. The fall was 
mainly due, I think, in the first instance to sectional over- 
roduction, But the gold standard has failed to correct this 
all; it has reflected and consolidated disequilibria due to 
other causes. It has lost its old regulative function. 

One further reason for gold losing its corrective quality 
has been the fact that tariffs have not only been high, but, 
notably in the case of the increased American tariff of 1930, 
have been raised just as the normal corrective forces were 
changing the balance of trade in a healthy direction. It isa 
vital function of the gold standard, when it is working normally, 
that a continued inflow of gold into a given country puts up 
prices and increases imports. The strain in finance to bridge 
an increased gap in the balance of trade otherwise becomes, 
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in time, impossible. But when gold is sterilized, it does not 
increase prices; and when new duties are added, the working 
of the gold standard cannot bring in a corrective flow of 
imports. 

In these circumstances gold exercised a deflationary 
influence on prices from 1925 onwards ; and was a contributory 
cause to the depression of 1929. New lending, however, still 
continued to bridge the gap in the balance of payments. But 
as the depression increased, it took the form more and more of 
precarious short-term advances. The way was therefore 
prepared for a general collapse at the first serious shock to 
confidence. This came in June, 1931. For two years the 
economic life of the world had come to — increasingly 
upon precarious advances recallable at short notice, but 
hitherto renewed. 

Confidence, weakened by two years of increasing de- 
pression and business insolvencies, was shattered by political 
apprehensions and anxieties. A run on the short-term 
advances began and moratoria and “ standstill ’’ arrangements 
became inevitable. New lending stopped. 

This involved in part default, in part a serious drain on 
debtor countries’ gold, and in part a violent change in the 
course of trade. For the gap in the balance of payments 
between creditor and debtor countries, hitherto bridged by 
new lending, had been (according to the calculations of the 
Macmillan Committee) about £400,000,000 a year. The 
actual net lending, in fact, in 1928 had been £460,000,000. 
When new lending stopped almost altogether, debtors had no 
alternative but to sell more, to buy less, to send their gold or 
to default. They have ever since been doing all except the 
first, which has proved impossible. Hence the departure from 
the gold standard, the restriction of world trade, and the 
intensity of the depression which we have since witnessed. 


III 


This picture, though necessarily only in bald outline, 
perhaps helps us to see the reparation problem in its true 
perspective. 

As an actual weight on the balance of payments, the 
reparation obligation under the Young Plan from 1929 to 
June, 1931, amounted to about £80,000,000, of which more than 
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half went in the last resort to America for war debt, and most 
of the remainder stayed with France. This compares with the 
total gap in the annual balance of payments between creditor 
and debtor countries of £400,000,000; that is, it represents 
about one-fifth. The importance of the reparation—war-debt 
obligation has, however, for several reasons, been greater than 
this fraction would suggest. 

In the first place, these debts, of course, have been a 
“* deadweight " charge, representing damage or expenditure in 
a past war and having no counterpart in an earning asset. 
They are, that is, very different from, let us say, the obligation 

ting from the financing by foreign loan o a remunerative 
railway in a developing country. ey are, however, in this 
respect not different in their economic effect from the ve 
considerable loans raised by many governments in Sout 
America and Central Europe in the five years preceding the 
depression and expended wastefully and unproductively. 

In the second place, reparation payments, resented as a 
“ tribute,”” excessive in amount, enforced by every form of 
pressure including military occupation, have been a continuing 
source of embitterment and political tension, They were, 
therefore, among the causes of the political anxieties which 
precipitated the financial crisis of last June. They not only, 
therefore, increased the gap in the balance of payments which 
needed to be bridged new lending, but they helped to 
destroy the confidence which was the Sdenenibe condition 
of this lending. The second effect must not, however, be 

——— Reparation was a factor, but not the sole, nor 

ps the principal, factor in the strained relations between 
a and Germany. Political grievances and a treaty- 
imposed military inequality have together been probably a 
greater factor ; and the problem of “‘ armaments ” is, after all, 
a more fundamental and a more difficult one than that of 
reparation. These political differences are outside the scope of 
this article, but they need to be borne in mind when the political 
effects of reparation upon general international relations, and 
so upon confidence and upon the financial crisis, are under 
consideration. 

Under these conditions I think it would be fair to 
summarize the relation of reparation to the world depression 
and crisis as follows. Had the rest of the world system been 
such as to facilitate world trade ; had tariffs been low, and in 
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particular had they been low in creditor countries; had the 
gold standard been functioning normally and in an environment 
of commercial policy and economic organization which enabled 
it to do so; had the world’s credit system secured adequate, 
prudent and regular supplies of — where it was needed 
for productive development ; had there been no other serious 
causes of political anxiety in the world—very substantial sums 
could have been found in reparation without imposing an in- 
tolerable burden on Germany or creating an intolerable 
disturbance in the international exchanges. The fact that these 
conditions did not exist mainly accounted for the depression or 
for its exceptional severity ; and a further consequence was that 
when reparation was added as well, it became of the utmost 
seriousness. Even so, it is difficult to hold reparation account- 
able for the outbreak of the depression in 1929; but it was 
undoubtedly an important factor, coming as it did on the top 
of so many others, in precipitating the financial crisis of 1931. 

The present reparation issue can only be appreciated if we 
bear in mind the preceding events of the last thirteen years, and 
the embitterment which they have caused. The history of the 
reparation negotiations has been one of tragic folly throughout. 

Apart from the occupation of the Ruhr as a method of 
enforcement, there have been, in my view, three cardinal and 
outstanding blunders at different stages of the attempt to reach 
a settlement. 

The first was, of course, at Paris in the general scale of 
reparation that was envisaged. A liability for pensions (in 
apparent breach of previous agreement) was added, and the 
definition of damage was so much expanded that the assessment 
of the Reparation Commission was bound to result in an 
impossible figure. 

The second blunder was in the form of reparation 
demanded. The whole problem of reparation was essentially 
a soluble one if it could have been dealt with in a practical spirit, 
and if war passions had not distorted judgment. There was 
one claim which was obviously entitled to a natural priority. 
All belligerents had lost men and incurred expense in the 
conduct of the war. But, as a clear addition to this, the territory 
in which the fighting had mainly taken place had been 
devastated. Houses had been destroyed, people were homeless. 
Even if the war had ended inconclusively, even if there had 
been an admission of equal responsibility on each side, these 
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regions in France and Belgium would have had a claim on the 
world; they had been used as its battlefield. The first 
necessity was to repair the damage done. Germany had the 
men and the materials, and for reparation of this kind would 
willingly have provided both at once. Under direct contracts 
the work could have been done efficiently, and without financial 
difficulty, in two or three years. A delivery of ships in place 
of those submarined, and of coal to represent loss from 
destroyed mines; direct reconstruction work (such as the 
provision of a tramway system in Belgrade, which was, in fact, 
arranged) might have been provided; modest cash payments 
and bonds so clearly within the capacity of Germany that they 
could have been floated in the market might have been added 
—and all might have been settled within a few years. More 
useful reparation would thus have been secured than will, in 
fact, have been obtained when the whole account is closed. 
The German currency need never have gone to pieces. The 
general recovery of Europe would have been rid of one of its 
most formidable obstacles. There would have been no Ruhr 
occupation. Unhappily, an intelligible, though regrettable, 
sentiment in France ; the interest of the French building trade ; 
and an imperfect realization of the immensely greater strain 
involved in the provision of foreign exchange as compared with 
“ reparation in kind,’”’ combined to prevent this solution being 
adopted. It is worth recording, however, that French labour, 
as organized in the Confédération Générale du Travail, with a 
magnanimity and wisdom for which sufficient credit has never 
been given, strongly urged this policy of direct reconstruction 
of the devastated regions by German labour. 

The third cardinal blunder was, in my view, made when 
the Young Plan of 1929 omitted the provision included in the 
Dawes Plan of 1924 for the automatic reduction of the gold 
mark obligation of Germany in the event of a fall in the level of 
gold prices by more than 10 per cent. The main reason for 
the omission was, doubtless, that the Committee wanted the 
reparation debt to be commercialized and such a provision 
would not have been an attractive item in a prospectus. But 
the commercialization of any substantial proportion of the 
reparation obligation in 1929, or immediately succeeding years, 
was obviously impracticable; and it would have been un- 
desirable even if it had been practicable, for it would have sent 
capital into the country which needed it least, increased an 
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already excessive inflow of gold, and starved the rest of the 
world of the capital resources it needed. The consequences of 
this blunder—which was not one of inadvertence—were 
disastrous. The task of the Young Committee was to make 
reparation safer by making it lighter. Within a very short time 
the Young payments were heavier than the Dawes payments 
would have been with this corrective provision. 

When, indeed, we look back upon the last thirteen years as 
a whole, the policy of the reparation creditors may be capable 
of explanation, and perhaps of excuse, but on actual merits 
it is clearly beyond defence. 

On the other hand, there is one respect in which some 
responsibility must be regarded as attaching to Germany. It 
is evident that she could not have found the foreign exchange 
required for reparation payments without foreign borrowing. 
No substantial export surplus was to be expected, especially 
in view of the need for internal reconstruction after the depre- 
ciation of plant, etc., during the war period. Nevertheless, it 
is surprising that the actual amount borrowed should have 
been almost double the amount of the reparation payments 
(18 milliards as against ro milliards) ; and the Agent-General’s 
reports indicate that the expenditure of foreign loans on 
unproductive and unnecessary objects was not inconsiderable. 
The accumulating burden of the charges of these loans, and 
not only those which may be justly considered as connected 
with reparation, must be borne in mind when we are assessing 
the causes which led to the breakdown of last year. 

It is evident that we now have to look at the whole question 
of reparation in a completely different perspective from that of 
1929. Germany cannot be asked to make any reparation 
payments in foreign exchange for some time to come. She will 
never again make payments on anything like the Young scale. 
But should we go further and say that reparation ought to be 
completely cancelled? I believe not. France, as Monsieur 
Jenny has pointed out, is prepared for the most substantial 
concessions, but holds firmly to the principle of reparation, 
both for its own sake and as an integral part of the Treaty 
settlement. Germany is inclined to make cancellation also a 
matter of principle; and opinion in this country is often 
inclined to support her. On this point, I confess, I think that 
France is in the right. The depression and the crisis compel 
suspension and reduction. But they give no ground whatever 
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for a cancellation of such reparation as may be practicable, 
when it is practicable. If the creditors are sacrificing the 
greater part of the substance, it is surely unfair that they 
should be asked to give up the principle as well. If Germany 
says: “I cannot pay now, and I can never pay what the 
Young Plan contemplated,” she is making a reasonable claim 
which must be met. But if she says: “I can never pay 
anything,” it is evident that “ can never” is a euphemism for 
“will never"’; and France may justly consider that she is 
exploiting an admitted economic necessity to secure a political 
victory. The connection of reparation with war debts enforces 
this argument. It is obvious, in spite of any resolutions which 
Congress may pass, that the two must be largely interdependent. 
If reparation is suspended and reduced, war-debt payments 
cannot remain intact. But here again, if there are overwhelming 
reasons for reduction (the connection with reparation, the con- 
ditions under which war loans were raised, the fall of prices 
increasing their weight, the depression and crisis reducing the 
capacity to pay), I see no justification for a complete collective 
default. People talk of “ cancellation of war debts.” But 
they do not mean this. No one contemplates that the American 
bond-holder, who subscribed to the war loans, should be 
deprived of his interest. The question is whether the American 
taxpayer, or the French and British taxpayers, should pay for 
this service. On the other hand the American debt settlements 
were much less generous than the British ; and at present prices 
the debtors would, in terms of goods and services, be paying 
considerably more than they had originally borrowed with full 
interest. There is, therefore, in my view the strongest case for 
reduction; and, if reduction is impossible, partial collective 
default will be the only alternative. But I see no justification 
for the debtors, either in respect of reparation or war debts, 
insisting on the principle of complete cancellation. 

Now it is extremely interesting to see how considerable 
a measure of agreement there is between the views expressed 
by Professor Schumpeter and Monsieur Jenny, each, doubtless, 
representing the more moderate and reasonable sections of 
opinion in his country. The former, while rightly emphasizing 
the psychological factors which explain the German desire for 
complete cancellation, does not himself, as an economist, 
associate himself with that demand. He admits the possibility 
of Germany resuming reparation when the depression is over, 
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particularly in satisfaction of the net claim of France in respect 
of the devastated regions. He naturally insists on the economic 
advantage (in view of the impediments of tariff barriers to 
German exports) of deliveries in kind. He points out wisely 
and justly that, at least in the early years before the extreme 
protectionist policy of other countries reacted upon French 
policy, France’s commercial policy was not illiberal. Had no 
country had higher tariffs, Government obligations would have 
been facilitated through the balance of trade with a much less 
strain on the world’s financial system. Monsieur Jenny, on 
the other hand, while naturally insisting on the principle of 
reparation payments, gives a reasonable description of the 
relation between reparation and the world depression, from 
which I imagine that Professor Schumpeter would not seriously 
dissent. M. Jenny admits the necessity of a moratorium 
and a very great reduction in the scale of payments hitherto 
fixed. He suggests, indeed, in his conclusion, a figure (of 
660,000,000 gold marks) which will doubtless seem too high both 
in Germany and to Germany’s private creditors. But it must 
be recognized that a proposal which represents a reduction to 
a little more than a third of the sums due under the Young 
Plan is a very substantial advance, and the more so because 
Monsieur Jenny also contemplates a change in the distribution 
of this “‘ unconditional payment.”* If he would allow for the 
increased weight of the “ unconditional ’’ part of the annuity 
that has resulted from the fall in prices since the Young Plan 
(applying the Dawes principle) so that the figure would come 
to about 400,000,000 marks, I think, personally, there should be 
the basis of a reasonable settlement. 

With these opinions, and these facts, in mind, may I 
suggest that a solution on the following lines might well be 
considered by the Lausanne Conference of the summer? First, 
there must obviously be an extension of the moratorium. This 
should either be for a very substantial period, four years or so, 
during which Germany can have time to recover from the 
present depression ; or for a shorter period, of one or two years, 
with provision for extension on the basis of a pre-determined 
criterion. Secondly, there must be a reduction of the sums 
payable thereafter ; and it is essential that this reduction should 





* The “unconditional payment” represents the minimum amount which Germany 
undertook to pay in any case. The balance of reparations was subject to revision in the 
light of Germany's economic conditions. 
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be made at once without waiting to judge of the situation when 
the moratorium is over, or the continuing uncertainty would 
be a fatal obstruction to the re-birth of confidence and to 
general recovery. Moreover, the sums fixed must be such that ° 
it will be evident, even now, that they will be well within 
Germany’s future capacity; and this means, in practice, that 
they must be lower than they would be likely to be if they were 
being assessed in normal conditions. In all the circumstances, 
I suggest (as indicated above) that the future annual obligation 
of Germany might be fixed so as to be about equal to the present 
“‘ unconditional payment,” reduced by the application of the 
Dawes principle, which would mean about 400,000,000 marks, 
Two further provisions might perhaps be made to secure that 
even this modest sum was variable (without new negotiations) 
in time of depression. A part might be made in the form 
of deliveries in kind or direct constructive work. The re- 
mainder might be paid in the form of ordinary shares in 
Germany’s railways and principal industrial concerns, carrying 
no dividend during the moratorium, and thereafter subject to a 
maximum, but otherwise ranking pari passu with other 
ordinary shares. 

If such a settlement were arrived at with Germany in 
June, the European creditors would then need to concert their 
policy between themselves and vis-a-vis America. They 
would need to agree upon the division of the reparation receipts 
which (as Monsieur Jenny recognizes) could not be identical 
with the present distribution of the “ unconditional pay- 
ment”; and could arrange that, while a substantial net sum 
remained with France in respect of the devastated region and 
smaller sums were assigned to certain other countries, the rest 
should be available to America in respect of war debts. The 
European debtors could then negotiate with America with a 
view, if possible, to reaching agreement, and in any case to 
standing together in their policy. 

Under such a settlement, the creditors of war debts and 
reparation would be sacrificing the greater part of their claims, 
but they would at least have the satisfaction of knowing that 
they were not being asked to give up principle as well as 
substance, and that the debtors were at least making an effort. 
The debtors would be obtaining the substantial relief they 
need, while not exploiting a financial necessity for a political 
purpose. And an arrangement for future payments of this 
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magnitude after the return of prosperity should not impede the 
growth of confidence ; and when they matured they should 
involve no intolerable weight upon the world’s balance of 
payments in normal times, 


IV 

Let us imagine, then, that the political-financial impedi- 
ment to good relations between France and Germany, due to 
reparation, has been removed. Along what lines could 
positive co-operation then develop ? 

There are clearly two main lines of progress: through 
industrial organization on the one hand and through customs 
policy on the other. Throughout the negotiations at Geneva 
of the last few years the French, led by the late M. Loucheur, 
have consistently urged the importance of the former method. 
The British, on the other hand, have been sceptical and hesitant 
about this line of progress, and have urged that the only 
feasible way to promote greater European and world trade is by 
means of the reduction of customs duties and other trade 
barriers. The Germans have pursued a line intermediate 
between the French and the British. 

We have seen that, even during periods of acute political 
tension, the progress in development of industrial agreements 
between France and Germany has continued and extended ; 
and Professor Schumpeter has given an illuminating description 
of what has been and could be achieved. It is evident that the 
underlying economic conditions of the two countries make 
agreements of this kind of particular advantage to those engaged 
in many of their industries. A considerable further develop- 
ment may reasonably be anticipated, and the consequences both 
to the relations between the two countries themselves and to the 
trade of other countries will be very considerable. 

The effect of such agreements, if arranged only between 
France and Germany, upon those engaged in the same industries 
in other countries could only be considered in relation to the 
specific industries; and for this the material given by Professor 
Schumpeter affords a valuable basis for a detailed study which 
is impracticable in this article. In addition, the general effect 
upon prices and the consuming public also needs consideration. 

It is important, therefore, to consider the limitations, 
advantages and dangers of international industrial agreements 
(cartels and the like) from the point of view of the general 
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public interest. This question has been both studied by 
experts and discussed by conferences at Geneva on several 
occasions. The main considerations involved are usefully 
summarized in a chapter of the Report of the World Economié 
Conference of 1927. That Report points out that the field of 
operation of such cartels is usually limited to branches of 
production which are already centralized and to products 
supplied in bulk or in recognized grades, and that therefore 
they can only be a partial solution of the general economic 
problem. It adds, however, that they may under certain 
conditions secure a more methodical organization of production 
and a reduction of costs and also act as a check on uneconomic 
competition and reduce the evils resulting from fluctuations in 
industrial activity. They may, if the advantages of the 
economies are shared between the other parties concerned, 
benefit all of them, giving not only greater profits to the 
producer, but higher wages and greater stability to the worker 
and lower prices to the consumer. The Report observes, on 
the other hand, that they may encourage monopolistic tendencies 
and the application of unsound business methods may check 
technical progress and exploit the consumer. They are, 
therefore, a development which must be considered as good or 
bad according to the spirit which rules the constitution and 
operation of the agreements. 

It has often been asserted, especially by French represen- 
tatives at Geneva, that the development of international cartels, 
apart from other advantages, would solve the tariff problem 
incidentally, for industrialists of different countries, having 
agreed between themselves as to quotas or the allocation of 
markets, would inform their respective governments that 
tariffs were no longer required. This is, however, certainly an 
exaggeration. As a League Committee has pointed out, 
“‘ combines are often concluded on the basis of the commercial 
possibilities resulting from the protection afforded by the 
tariffs, and a change of tariffs modifying these possibilities would 
be regarded as jeopardizing the combine itself.” It is also 
clear that, if the partial impediment to trade of a tariff were 
removed only to make place for a more complete impediment 
in the form of an unconditional reservation of the whole 
market for the home manufacturer, the tariff difficulty could 
hardly be said to be solved. It is, however, true that, with 
the development of international cartels, some of the worst 
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evils of the present tariff system might disappear—in particular, 
that special form of tariff which is designed to give the manu- 
facturer a home base from which he can launch a destructive 
campaign of dumping in order to destroy a foreign rival in that 
rival’s own national market. 

It is obvious that international cartels, just as agreements 
between competitors in an industry in a single country, 
involve dangers to the public (as Professor Schumpeter points 
out) and need some form of public supervision. Different 
countries have, of course, different rules for checking the abuses 
of monopolies in their own countries. Nothing like an inter- 
national juridical regime, however, exists. Nor did the World 
Economic Conference of 1927 recommend that it should be 
established. Its Report urged only that the League of Nations 
should watch the development of such international cartels 
and publish reports from time to time as to their effects 
upon technical progress, the conditions of labour, and upon 
prices, the governments helping in this task. The Conference 
believed that if this were done, abuses would be largely pre- 
vented and that the measures of safeguard provided in national 
legislation could be made more effective. In a word, the policy 
of the Conference was careful, adequate, courageous publicity 
by a central international body, equipped with the necessary 
resources, and impartial as between countries and classes. 
Even this modest policy is at present far from being realized 
in spite of the immense public interests involved. It is almost 
impossible to learn what agreements are in operation and what 
are their provisions. Over large spheres of economic activity 
such agreements may, in practice, change the normal course of 
free competitive enterprise as much as tariffs, or even more ; 
but there is an extraordinary contrast between the complete 
publicity of the second and the almost complete secrecy observed 
as to the first. It would certainly be desirable that the League 
of Nations should be urged and enabled to proceed with the 
task which the Conference of 1927 recommended. Ifsuch cartels 
can be safeguarded from abuses, they represent a development 
of great significance and possibly of great value from the point 
of view of general international relations. In cutting across 
national frontiers, they help to eliminate frontiers as factors in 
the world’s economic life and its competitive struggle. They 
create interests and forces tending to counteract the competitive 
nationalism which is the world’s chief danger, as does every 
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grouping of the world’s activities and interests along lines 
differing from those of frontier divisions. It is evident that no 
more important example could be found than in the develop- 
ment of such agreements between France and Germany. 


V 


Let us turn now from the sphere of private to that of 
public negotiations; from industrial agreements to com- 
mercial policy. The Franco-German commercial agreement of 
1927 marked a notable step in this direction. The essentially 
complementary character of the economic life of the two 
countries, upon which Professor Schumpeter has remarked, 
will perhaps make it possible to proceed further by the same 
method. There are, however, some great difficulties, which 
we must now examine. 

Each of the two countries is bound to others by com- 
mercial agreements which include the most-favoured-nation 
clause, that is, a clause which would automatically extend to 
other countries the benefit of a reduction of duty which France 
and Germany might arrange inter se as regards any particular 
category of article. This does not entirely destroy the basis of 
any bilateral negotiation, because the two contracting countries 
can pick out categories of goods in which they are specially 
interested ; but it obviously greatly reduces the scope of 
practicable concession. When, for example, as is now the case, 
Germany cannot reduce duties on French motor-cars in return 
for a reduction of French duties on some of the products of the 
German heavy industries, without giving the benefit also to 
America, which has one of the highest tariffs in the world and 
is making no concessions in return, bilateral agreements are 
bound to be much restricted. The whole question of the 
most-favoured-nation clause therefore arises. 

Now it is true that a complete Customs Union, or Zoll- 
verein, is an admitted exception to the most-favoured-nation 
principle. If two countries desired to establish complete free 
trade inter se, other countries would not object on the ground of 
the most-favoured-nation clause. But a complete Zollverein 
between two independent sovereign states is extremely difficult, 
as the slightest consideration of what is involved will show. 
It means agreement as to a common rate of duty against outside 
countries, and as to the distribution of the revenue between the 
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two contracting states. The first, in the case of countries whose 
industries have grown up on a tariff basis, affects the main 
structure of each country’s economic life. The second, in view 
of the extent to which public revenue in Europe depends on 
customs receipts, affects every sphere of public policy. Moreover, 
some industries would probably be threatened with complete 
destruction by the sudden and complete renewal of protection 
against competition in the other contracting country. In these 
conditions, Zollvereins, though often projected, ‘io never, 
I believe, been achieved except where economic forces were 
reinforced by a strong political motive for something approach- 
ing a political union. Even where the economic conditions 
have been especially favourable, the attempt has usually failed. 
Latvia and Lithuania, for example, tried for several years 
without success to carry through such an arrangement. On the 
other hand, where the political factors facilitate agreement 
between the two contracting countries as in the case of Germany 
and Austria, they almost always involve also political dangers 
and opposition. From the general point of view of international 
relations, an economic union which coincides with a political 
association is dangerous; it increases the tendency to the 
formation of rival alliances and groups, which is the principal 
menace to the peace of Europe. On the other hand, an economic 
union which cut across political associations, which united 
France and Germany, or Czecho-Slovakia and Hungary, 
would for the same reason be a great help to peace. But such 
a union can scarcely ever be achieved on the basis of a complete 
Zollverein. 

In these circumstances, the movement for making Europe 
more of an economic unit by removing the impediments to 
trade between European countries can only succeed if the 
most-favoured-nation principle is abandoned or modified. 
The first of these alternatives would be disastrous, for it would 
launch the world into a chaos of different and differentiating 
tariffs which would cause even more loss and friction than 
those of recent years. I believe that the second alternative is 
practicable, and that it would be possible to agree upon safe- 
guards and limiting conditions which would make it worth 
while for the rest of the world to allowand encourage the growth 
of greater economic unity in Europe. Separate regions in 
Europe could develop their reciprocal trade by economic 
unions which would progressively approximate to Zollvereins, 
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but would start much more modestly ; and in time they might 
coalesce so that most of the countries of Europe would be 
economically “ the United States of Europe.” And of such a 
development an economic union between France and Germany 
would of course be the most important instalment. 

The precise safeguards needed and practicable, the reactions 
upon the interests of other countries, are too intricate to be 
discussed at length here. But the future of Franco-German 
economic relations depends to so large an extent upon the 
possibility of securing an agreement on commercial policy, 
which would facilitate intercourse between the two countries, 
that a mention of some of the considerations involved seems 
essential, 


VI 


If, then, the obstacle of reparation difficulties is removed, 
positive co-operation may — through industrial agree- 
ments and through commerical policy. In both cases the 
interests of other countries are affected and they have a réle 
to play. They may, if they consider France and Germany only 
as competitors and not also as their customers, by a jealous 
insistence upon every existing right, impede and prevent 
rapprochement between the two countries; or they may at 
once encourage and safeguard the development. There can be 
no doubt that the progressive development of really cordial 
relations would benefit not only the two countries first con- 
cerned, but be a substantial factor in strengthening the main 
foundations of peace and confidence upon which all stable 
economic progress in the world is dependent. For the moment, 
the reparation issue is perhaps the only question between the 
two countries which bears directly upon the immediate problem 
of the depression and the financial crisis. But, when the 
world has passed this immediate phase and is rebuilding upon 
new and, it may be hoped, sounder foundations, it will be an 
enormous advantage if it can take as a main corner-stone a 
solid and stable understanding between the economic interests 
of France and of Germany. 

Though any detailed discussion of the political relations 
of the two countries is out of place here, one concluding observa- 
tion is desirable, since these relations must limit the extent of 
economic rapprochement. The root of the political embitter- 
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ment in Germany is obviously the treaty-imposed inequality 
of armaments (and in consequence, Germany feels, inequality 
of political status). Germany urges, and her case is obviously 
more and more unanswerable as each year passes, that she was 
promised that her limitation of armaments would be the prelude 
to limitation and reduction elsewhere. On the other hand, the 
root of the political difficulties in France in meeting this claim 
is a real and intelligible feeling of insecurity (it is certainly not 
militaristic or aggressive ambition). France realizes that her 
neighbour, and old antagonist, is not inferior in military 
qualities or industrial skill, and that she has a greater and more 
rapidly increasing population, so that equality in armaments 
would necessarily mean inequality in military strength. 

There is, I believe, only one real way out of this deadlock. 
It is that the collective peace organization, of which the League 
of Nations is the main foundation, and the Kellogg Pact and the 
Locarno Agreements two supporting pillars, should be strength- 
ened. If this were possible, with American co-operation, 
France and Germany might feel that it constituted a real—and 
in time the main—element in their national defence. France 
has obviously both desired and worked for this ; and none of 
us can reasonably complain that she does not yet consider this 
collective system strong enough to serve this purpose, in 
replacement in large measure of national defence forces. The 
strengthening of this system, if it is possible, would solve the 
main political problem both of France and Germany and of 
the world, and would establish, as nothing else could, the 
stable foundation of security and confidence on which all 
international trade, and all economic progress on a world 
basis, depends. 
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The Greater Issue 
By Lionel Blackburne 


“* Man, Symbol of Eternity imprisoned into Time, it is not thy 
works which are all mortal, infinitely little, and the greatest no greater 
than the least, but only the Spirit in which thou workest that hath 
worth or continuance.”"—Car.yYLe, “‘ The French Revolution.” 





HE distinguished writer of the introductory article in 

this series states that “‘ in both Germany and France men 

of goodwill are seeking to find a solution of the problem ” 
which confronts the world at the present time. He thinks 
the “‘ key-point ” in the industrial and financial crisis of the 
world “may well be found in Franco-German economic 
relations,”” and he adds, “ there is an ethical factor involved 
in the world problem.” 

These are constructive suggestions of great value. They 
would seem to lay emphasis rather upon the spirit in which 
Franco-German relations are conceived than upon the technical 
skill which is employed in their settlement. Indeed, it would 
probably be found that if the right spirit were sufficiently in 
evidence throughout the world an enlightenment might come 
to illuminate the tenebrous places in which international 
affairs find themselves. 

“* Who is this that darkeneth counsel by words without 
knowledge ? "’ 


This ancient cry may well rise in the minds of thoughtful 
people as they consider the strife of tongues which is raging at 
the present time. Never, perhaps, since Montchrétien in- 
vented the term “ political economy ” in 1615 has the civilized 
world been as perplexed as it is by political economists, whose 
most marked characteristic is an inability to agree about 
practical measures. 

The spirit in which we work is at least as important as the 
knowledge we bring to bear upon our work. Pure intellectual- 
ism alone cannot secure the happiness of mankind. In his 
“ History of the Eighteenth Century ” Lecky wrote: “ After 
all that can be said of material and intellectual advantage it 
remains true that moral causes lie at the root of the greatness 
of nations.” 
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In view of this it may well be that a root cause of our dis- 
comfiture is to be found in a neglect of the teaching of the 
Founder of Christianity. He taught that the cultivation of a 
right state of mind and spirit is to be preferred to any particu- 
larist solution of current political and economic problems. 
The “‘ Golden Rule ” embodies the state of mind and spirit 
which men should strive, above all things, to cultivate. 


He taught that the surest way to draw forth the latent 
good in men was to trust in them and believe them capable of 
goodness, and that the happy life was to be found in service 
and self-sacrifice. 

In sharpest contrast with all this stands the tradition, as 
old—so Clutton Brock reminded us—as the time of Cleon, 
that a nation cannot have the same sense of right and wrong 
as an individual—the tradition which accepts, as a guide for 
national and international affairs, a cold, hard commonsense 
without scruple or sentiment of any kind. 

Hitherto, in spite of grievous failings, in Europe at any 
rate, Christianity has permeated society. That it has never 
been wholly accepted is true; especially in international 
relationships its influence has been weak and attenuated ; but, 
on the other hand, it has never been wholly rejected. It has 
determined the standard of morals, it has kept alive a certain 
idealism which has to some extent regulated our conduct 
towards each other, it has greatly stimulated the common 
conscience of mankind, and it has had a softening and refining 
influence upon all the relationships of life. 

In the momentum gained by eighteen centuries of 
Christianity we are at present being unconsciously carried on. 
The question lying at the root of our modern difficulties is 
whether or no this influence can be rescued from the un- 
conscious mind of man and deliberately placed in the forefront 
of his policies. Can the modern world accept Christianity as a 
way of life? Can we trust it to remodel the conduct of inter- 
national affairs as it has undoubtedly done in regard to such 
matters as the property of man in man, the dominance of class 
over class, and the establishment of individual worth and 
freedom ? 

As we answer these questions so will our fate be. For 
human society on this planet, now that distance is annihilated 
and national interests are inextricably bound together, must 
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either learn to live at peace, allowing the regenerating spirit of 
sympathy and understanding to penetrate into every sphere of 
its activities ; or it must prepare itself, with what of Stoicism 
it may, for a struggle to death between rival national claims. 

This is the real issue before the world, it lies between the 
spirit of Christianity and that of Machiavelli or Friedrich 
Nietzsche ; between nature in its ruthlessness and nature up- 
lifted and redeemed ; between those who 


** follow but the bent assigned 
By fatal nature to man’s warring kind,’’ 


and those who permit themselves to be led onwards and 
upwards by the prospect of that 
“* Dim far-off Divine event 
To which the whole creation moves.” 

It must be clear that the principles advocated in this brief 
article have reference not merely to the Franco-German 
question, e.g., no one can consider the economic and political 
Situation as it exists to-day without seeing—as Monsieur 
Frédéric Jenny has pointed out—that European affairs are 
inextricably bound up with those of the United States of 
America. The world is one. It has become a small place. 
It is necessary, therefore, that principles which in the past 
have been perceived to be vital in the welfare of nations, should 
be applied to international affairs. 

On June 17th, 1858, Abraham Lincoln made that famous 
speech which sounded the clear call for unity of policy to which 
his nation so wonderfully re — “A house divided 
against itself cannot stand,” so the great man declared. 

The time has come for a vast extension of this same idea, 
Unreflecting nationalism, a nation divided against a nation, 
means a world that cannot stand. 

“ Nothing,” says a recent writer, “‘ can save the world 
but kindliness, and even if we knew how to organize kindliness 
we should not do so unless we ourselves were kindly.” This 
looks uncommonly like the doctrine once taught in Galilee, 
and it would seem to be our wisdom to follow it out to its full 
conclusion in all the relationships of life, national and inter- 
national. The new world cannot rest on mutual distrust and 
jealousy, co-operation alone can make it a habitable abode 
for man. 














